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The Fiscal Year 2004
Wartime Budget Resolution

A SUMMARY

INTRODUCTION

The priorities of this budget are clear and self-evident. They are:

e Protecting America: This includes winning the war against ter-
rorism, and safeguarding Americans at home.

e Strengthening the Economy and Creating Jobs: To meet the Na-
tion’s challenges, America’s economy must be vigorous enough to
provide expanding opportunities and growth in Americans’ stand-
ard of living. The Government has a responsibility to maintain
and pursue policies that support economic growth.

e Exercising Fiscal Responsibility: The Government must always
strive to achieve its goals without imposing excessive burdens on
future generations. For this reason and others, this plan returns
to balance within the budget window.

The discussion below summarizes how these priorities are ad-
dressed in this plan—the Fiscal Year 2004 Wartime Budget Resolu-
tion.

PROTECTING AMERICA

The report on last year’s House budget resolution began with the
statement: “America is at war.” That is even more true today—and
not solely because of the impending conflict in Iraq, or the growing
threats rising from Iran or North Korea. These specific inter-
national issues are part of a larger, global problem in which mem-
bers of terrorist groups can lurk in any city, storing up weapons
and cultivating strategy, finally attacking the innocent without
compunction or provocation.

These terrorists assaulted Americans several times in the 1990s,
including a 1993 bombing at the World Trade Center. But the at-
tack of September 11, 2001, was larger, more deadly, and more
devastating than Americans had known since Pearl Harbor—and
America changed. The streets outside the Capitol building used to
resemble those of a quiet neighborhood in almost any American
town; now they are cluttered with barricades and guarded police
gates. Airline passengers must routinely allow extended time for
personal and baggage inspection, and from time to time, flights are
cancelled and passengers evacuated because of real or apparent
threats. Americans have come to know the Government’s frequent
warnings of heightened vulnerabilities. Businesses face greater se-
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curity needs; lower availability and higher costs of insurance; and
generally higher risks and uncertainty.

Finally, whenever there is news of a subway gassed in Tokyo, or
a school bus bombed in Jerusalem, Americans now know it could
just as easily happen here. That’s the kind of war it is; and that’s
how Americans live today.

The war against this stealthy, shadowy enemy will likely con-
tinue for several years, and it will not end with clarity: no terrorist
leader will sign a formal surrender, and no victory parades will
stream down Broadway.

For these and other reasons, the term “wartime budget” is no
mere metaphor. America’s security is threatened; it must be pro-
tected. That is always the highest priority of any national govern-
ment; and it is the highest priority of this budget.

NATIONAL DEFENSE

The budget resolution is consistent with the President’s re-
quested level as part of a multiyear plan to enable the military
both to fight the war against terrorism now, and to transform the
Department of Defense [DOD] to counter unconventional threats in
the future.

This strategy is intended to transform the military so as to make
it agile enough to combat elusive terrorist threats. At the same
time, the Pentagon’s transformation strategy must maintain a ca-
pability to deal with large conventional forces such as North Ko-
rea’s.

The resolution also is consistent with DOD’s desire to maintain
pay, benefits, and quality of life programs so as to attract and re-
tain highly capable and motivated personnel.

Among specific provisions are the following:

e A sum of $98.6 billion for pay and benefits, an increase of 5.6
percent. This funds a range of military pay increases from 2.0
percent up to 6.5 percent, targeted by rank and years of service—
to help retain DOD’s most experienced personnel.

» An increase of $3.4 billion for operations and maintenance, to a
total of $117.0 billion for fiscal year 2004.

» The highest procurement funding in 14 years: a sum of $72.7 bil-
lion is allowed for in the resolution.

» The highest ever research and development level, $61.8 billion.

» A 20-percent increase for missile defense, to $9.1 billion. The pro-
gram will focus on fielding an initial capability in 2004 and 2005;
this would provide a modest defense against North Korean mis-
siles.

e Full funding of military health care, assuming a total of $27.2
billion.

e A 47-percent increase for Special Operations Forces, including
Green Berets.

HOMELAND SECURITY

The budget fully funds the President’s request for homeland se-
curity. This includes (in addition to other things) the following:
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A total of $15.6 billion for Border and Transportation Security
[BTS], the largest and most complex of the agencies in the new
Department of Homeland Security [DHS].

« A sum of $4.8 billion for the Transportation Security Administra-
tion [TSA], which will be part of the new Border and Transpor-
tation Security Agency in the DHS.

e For the U.S. Coast Guard, $5.6 billion (not counting the Coast
Guard retirement fund).

« An infusion of $3.5 billion for grants for “first responders” such
as local firefighting, and search-and-rescue or police forces.

e Full funding for Project BioShield, in which the National Insti-
tutes of Health would have new authority and increased flexi-
bility to speed the arrival of medications and vaccines.

« A total of $400 million for the Strategic National Stockpile,
which contains drugs, vaccines, and other medical supplies and
equipment that can be delivered to any place in the country
within 12 hours of a request for assistance; and funding for the
National Disaster Medical System, now part of DHS’s National
Incident Management System.

e Full funding for border inspection and other responsibilities
transferred from USDA to the Department of Homeland Security.
These include activities of the Animal and Plant Health Inspec-
tion Service [APHIS], and the Plum Island Animal Disease Cen-
ter in New York.

e Disaster relief funding at its historical levels. The budget in-
cludes $3.2 billion for the Federal Emergency Management Agen-
cy [FEMA], now part of DHS.

e Full funding for the Bureau of Citizenship and Immigration
Services.

» A 9-percent increase for the Secret Service, to $1.3 billion.

STRENGTHENING THE ECONOMY, CREATING JOBS

A flexible, well-functioning economy that promotes high stand-
ards of living is a fundamental expression of the Nation itself. It
provides a way of measuring national vitality, and helps dem-
onstrate President Reagan’s conviction: “We are a Nation that has
a Government—not the other way around.”

When healthy, the economy nourishes the Nation—by providing
expanding opportunities for Americans to improve their cir-
cumstances through their own efforts, and by generating material
and financial resources to support the Nation’s needs (such as its
defense and security) and improve standards of living.

Today’s economy continues to struggle from the triple shock of
the past 2 years: a slowdown and recession inherited by the current
administration; an unprovoked terrorist attack on the American
homeland; and the uncertainties that accompany today’s wartime
conditions. Without renewed growth and more jobs America cannot
meet its challenges. Hence economic growth and job creation is a
major priority of this budget.
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ECONOMIC GROWTH PLAN PRINCIPLES

Immediate Help: Accelerating income tax rate cuts, attacking
double taxation, and reducing the overall Federal tax burden will
enhance the current economic recovery by increasing consumer
spending and individual and business investment, and creating
jobs.

Sustained Future Growth: New tax reductions, and making the
2001 tax relief permanent, will strengthen the American econ-
omy in a sustained manner, and promote GDP growth and job
creation in the long-term.

A Path to Fiscal Balance: To meet the anticipated needs and
growing demands on the Federal Government over the next 10
years and beyond will require significant revenue growth result-
ing from achieving and maintaining economic growth of at least
3 percent to 4 percent a year. The economic growth plan in this
budget provides the best chance of achieving this.

Progressivity: The biggest percentage reduction in individual in-
come taxes would go to lower- and middle-income taxpayers.

POSSIBLE GROWTH COMPONENTS
Specific provisions of the growth plan will be determined by the

Committee on Ways and Means. Nevertheless, the revenue figures
in the budget resolution would accommodate the President’s growth
and jobs plan, including—as examples—the following provisions:

Accelerated expansion of the 10-percent individual income tax
bracket.

Accelerated reduction of individual income tax rates.
Accelerated marriage penalty relief.

Accelerated increase of the child tax credit.

Relief from the Alternative Minimum Tax.

Small businesses investment incentives.

Elimination of the double taxation of corporate earnings.

FAIRNESS OF THE GROWTH PLAN
The growth plan called for in the budget resolution—if designed

similar to the President’'s—would be progressive. Here are some ex-
amples:

The biggest percentage reduction in individual income taxes
would be for taxpayers making between $30,000 and $40,000.
Their reduction in taxes could be more than 20 percent.

Next are taxpayers with less than $30,000 in income; their indi-
vidual income taxes would be reduced 17 percent. Taxpayers
making $40,000-$50,000 could see a 14.5-percent tax cut.

Taxpayers with incomes greater than $100,000 could get the
smallest percentage change in their individual income taxes at
11 percent or less.
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» Lower-income taxpayers could pay less. Taxpayers making up to
$50,000 could pay a smaller share of total individual income
taxes than before (2.9 percent vs. 3.8 percent). Taxpayers making
more than $100,000 could pay more (73.3 percent vs. 72.4 per-
cent).

EXTENSION OF 2001 TAX CUTS

The budget resolution also provides for permanent extension of
the provisions of the Economic Growth and Tax Relief Reconcili-
ation Act of 2001 that otherwise will expire in 2010.

The resolution accounts for policies that would permanently ex-
tend marginal individual income tax rate reductions expiring in
2010; child tax credits expiring in 2010; marriage penalty relief ex-
piring in 2010; education incentives expiring in 2010; repeal of es-
tate and generation-skipping transfer taxes and modification of gift
taxes expiring in 2010; modifications of individual retirement ac-
counts and pension plans expiring in 2010; and other incentives for
families and children expiring in 2010; the research and experi-
mentation tax credit expiring in 2004; and suspension of disallow-
ance of certain deductions of mutual life insurance companies.

ADDITIONAL TAX RELIEF

Finally, the budget accommodates additional tax relief over the
next 10 years. The particular mix of tax policies this amount would
entail will be determined by the Committee on Ways and Means,
but could include:

 Incentives for charitable giving, health care, and energy produc-
tion, conservation and reliability, as well as making the R&D tax
credit permanent and temporarily extending currently expiring
provisions.

o Tariff and other revenue effects of various trade initiatives.
OTHER COMPONENTS OF ECONOMIC SECURITY

The resolution also meets other critical obligations, including:

e Endorsing fundamental Medicare reform, including $400 billion
over 10 years for prescription drug coverage.

e Providing the Federal share of funding for highways and mass
transit.

* Protecting Social Security—which will be strengthened by a
growing economy.

e Maintaining the welfare reform strategy that has reduced wel-
fare rolls by 50 percent.

e Providing for reform of Medicaid, with greater flexibility so that
States can cover more of their uninsured populations.

* Continuing unemployment insurance, to provide a safety net for
those having trouble finding work in these difficult times.
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FiscAL RESPONSIBILITY
THE NEED TO BALANCE THE BUDGET

Contending with the crises of the past 2 years has driven the
Federal budget into deficit. This outcome is understandable and
manageable at present—but not for the long term. Economic
growth, encouraged by the policies described above, can play a key
role in shrinking deficits. But another necessary component is
spending restraint. Consider:

e In the period from 1998 through 2003, overall Government
spending increased an average of 6.7 percent a year, and discre-
tionary spending grew an average of 7.7 percent a year (with
both figures excluding interest).

e These figures include the impact of recent emergency spending
and the war against terrorism—but those factors only reinforce
the need to take firm control of spending.

Among these recent spending trends have been the following:

* Defense appropriations grew 45.7 percent from 1998 through
2003, an average of 7.8 percent a year (including the 2003 omni-
bus appropriations bill).

e Funding for the National Institutes of Health was doubled, from
$13.6 billion in 1998 to $27.2 billion in 2003.

* Since Republicans took the House Majority in 1995, Federal
funding for special education has increased an average of nearly
22 percent a year.

* Veterans medical care increased 40 percent—from $17.1 billion
in 1998 to $23.9 billion in 2003—an average increase of 6.9 per-
cent a year.

These and other spending initiatives were important. But the
Government must not return to excessively burdening tomorrow’s
generations with today’s costs. The Government also must position
itself to meet the mounting obligations that will come with the
baby-boom retirements and accompanying demands.

THE STRATEGY IN PRINCIPLE

The first step in this process is to restore the budget to balance,
accomplished through economic growth and spending restraint.
Therefore, this budget calls for a 1-percent spending reduction—a
real reduction—in all Government programs except those of the
highest priority. Programs exempt from this discipline are national
defense, homeland security, Social Security, and Unemployment In-
surance.

This is not a matter of “slowing the growth” of spending, or “re-
ducing from the baseline.” These are real reductions. They are cal-
culated from the base of actual spending in fiscal year 2003—not
from an estimated future level that already include built-in, auto-
matic growth. The approach is based on the commonsense meaning
of cutting spending—and that is what this budget does.

Because such reforms may be challenging, the budget allows
committees of jurisdiction the option of implementing one-third of
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the savings in the first year. With this spending discipline, the
budget restores fiscal balance in 7 years, according to projections
of the nonpartisan Congressional Budget Office. This is based on
standard, conventional CBO estimates, without assuming the bene-
fits of economic growth that may result from the budget’s tax cuts
or deficit reductions.

IMPLEMENTING THE STRATEGY

To further clarify the spending restraint assumed in the budget,

here is a point-by-point summary:

Committees must reduce spending by 1 percent. In general, the
budget requires that the committees of jurisdiction reduce spend-
ing by 1 percentage point from current year (2003) levels. The re-
ductions are applied by committee, not by program. It is up to
the committees of jurisdiction to find the savings necessary to
meet the levels of spending recommended in the budget resolu-
tion.

The reduction does not mean 1 percent is cut each year. The 1
percentage point reduction is taken one time, in fiscal year 2004,
and then the program is assumed to grow at the same rate as
before. The savings are expected to recur in following years, so
that the benefits of the one-time reduction become substantial
over time.

Small savings now cause large savings over time. The 1l-percent
spending cut is assumed to be a permanent change in Govern-
ment spending. Small permanent changes in spending can make
a big impact over time. It is this principle that permits this budg-
et to balance as a result of the one-time change in the levels of
spending.

The cut affects both mandatory and discretionary spending. The
expected level of spending for fiscal year 2004 is computed the
same way for both mandatory and discretionary programs:
spending in fiscal year 2004 is expected to be 1 percentage point
below the 2003 levels of spending.

Despite the 1-percent reduction, other factors cause total spending
to rise. Overall Government spending will not be lower next year
than this year because more will be spent on national needs such
as defense and homeland security. Also other increases in pro-
grams such as Medicare, Medicaid, and Unemployment Insur-
ance benefits cause spending to be higher in 2004 than 2003.

The Budget Committee cannot dictate how to achieve the savings.
It is not the role of the Budget Committee to tell the authorizing
committees how to reach their reduced spending levels. The com-
mittees of jurisdiction make the final decision about how to
achieve those savings. The directives must be achieved by the au-
thorizing committee or the Budget Committee may be asked to rec-
ommend changes. If an authorizing committee cannot achieve the
savings, it will fall to the Budget Committee to make rec-
ommendations with policy changes that will achieve the rec-
ommended levels of cuts.
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These are the general guidelines. They will be enforced through
the 302(a) allocations to the Appropriations Committee and the au-
thorizing committees. Where further specific provisions apply, they
are discussed in the appropriate functional description.

CONCLUSION

As noted at the outset, this budget has three priorities:
» Protecting America.
e Strengthening the economy and creating jobs.
» Exercising fiscal responsibility.

It strikes a balance among all three priorities; and it recognizes
the need to balance the urgent demands of the present against
America’s obligations to the future. It is, to put it simply, a budget
that fulfills America’s promise—for today and tomorrow.



The Economy and Economic Assumptions

EconoMic PoLICY AND THE PERFORMANCE OF THE ECONOMY
CURRENT CONDITIONS

The U.S. economy remains in a sluggish and uneven recovery
from the economic slowdown and recession of 2000—2001. Growth
of real GDP has averaged 2.9 percent at an annual rate following
the declines that occurred during the recession—but the growth
pattern has been volatile (see chart below).

* Despite the average real growth of nearly 3 percent, the economy
continues to struggle with key sectors and markets remaining
stagnant—notably manufacturing, business investment, and em-
ployment. Persistent uncertainties—partly due to international
tensions—continue to hamper the economy.

* Sustained stronger growth of real GDP—in excess of 3V4 per-
cent—will be required to boost job growth and business invest-
ment and to reduce unemployment.
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e The current Blue Chip outlook projects only a gradual increase
in real GDP growth and a slow decline in the unemployment rate
(see charts).
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RECENT ECONOMIC HISTORY
Economic growth had already begun decelerating sharply before

President Bush took office. The claim that the economy was hum-
ming when President Bush took office is simply wrong. This is im-
portant because misunderstanding recent economic history can lead
to ineffective, or even counterproductive, policies.

In 2000—the last year of the previous administration—the real
GDP growth rate plunged from 4.8 percent in the second quarter
to 0.6 percent in the third quarter.

The recession in the manufacturing sector actually began in June
2000, when industrial production peaked and thereafter began to
decline. Manufacturing production had already fallen by 2% per-
cent by January 2001, when President Bush took office. A quar-
ter of a million manufacturing jobs already were lost from July
2000 to January 2001. New orders for manufacturers’ durable
goods had declined 20 percent by January 2001 from their peak
in June 2000.

The stock market bubble peaked in early 2000 (the Dow-Jones
Industrial average peaked in January; the Standard & Poor’s 500
index peaked in March). By the time President Bush assumed of-
fice, the bubble had burst and the S&P 500 index had already
fallen 12 percent in value.

It is noteworthy that the previous administration, in 1999 and
2000, refused to cut taxes, even though tax revenue was at post-
war record levels of 20 percent of GDP or more.

In December of 2000, President-elect Bush warned publicly that
the economy was slipping toward recession, and that Congress
should cut taxes. The outgoing administration accused him of
“talking down” the economy.
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But in 2001, Congress and President Bush acted—even before
the recession had been officially declared. Monetary policies also
shifted toward promoting economic growth.

e In June 2001, the President signed the Economic Growth and
Tax Relief Reconciliation Act of 2001 to reduce the tax burden
and stimulate the slowing economy.

* The Federal Reserve cut the Federal funds rate 11 times in 2001,
resulting in a total reduction of 434 percentage points for the
year.

Then terrorists attacked the Pentagon and the World Trade Cen-
ter—as they had planned since the mid-1990s—and risk and uncer-
tainty rose in the aftermath. But the shock to the economy from
the attacks of September 11 depressed consumer and business con-
fidence and ushered in a sustained period of slower growth and
heightened risk and uncertainty.

Nevertheless, the 2001 tax relief was timely and helped keep the
recession from being worse. It wasn’t until the end of November
2001 that the National Bureau of Economic Research officially de-
clared that the recession had begun in March of 2001—9 months
after the fact, and nearly 6 months after the tax relief legislation
had been implemented.

» At the time of the tax relief bill’s passage, Macroeconomic Advis-
ers—a respected private forecaster—labeled the tax cut package
a “Fiscal Policy Bull’s-eye,” stating: “* * * once in a while we
get lucky, and fiscal policy delivers to the economy a well-timed
dose of stimulus. This year’s tax cut is perhaps the best such ex-
ample in recent memory.”

¢ By the third quarter of 2001—in the middle of the recession, yet
even before the recession had been declared—tax rebate checks
totaling nearly $40 billion were mailed out to taxpayers, helping
to bolster household finances and promote consumption spending,
precisely when it was most needed.

e These policy actions helped to keep the recession from being
more severe. It should be remembered that, as in all recessions,
jobs were lost and unemployment rose—bringing their related
costs—but the 2001 recession was relatively mild compared to
other recessions historically.

In March 2002, Congress and the President acted further, pass-
ing the stimulus of the Job Creation and Worker Assistance Act of
2002. This legislation was targeted precisely at the areas of weak-
ness in the economy: extended unemployment benefits to help with
higher unemployment; and, partial expensing of business equip-
ment and software expenditures to help bolster investment.

Following the recession, the bursting of the stock market bubble,
and the introduction of increased risk and uncertainty, the econ-
omy has emerged into a slow and uneven recovery. Increased un-
certainty and slow overall growth in the economy have created an
environment in which businesses lack sufficient confidence to boost
investment or hiring.



14

CHANGE N ROMFARS PAYROLL EMPLOYNENT

I I‘II‘II“I'IIIL |_II||_ = _.llI 1 I J
r I T '
et bt i i ] 03 e i ik ]
An important aspect of the slow recovery is the lack of growth
in jobs (see chart). The sharp decline in payrolls of 308,000 in

February reveals the ongoing risk of a renewed downturn in the
economy this year.
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Continued higher growth in labor productivity (output per hour
of work) boosts real output, wages and salaries, and standards of
living in the long run. In the short run, however, higher produc-
tivity growth has allowed businesses to expand output without
hiring additional workers. As a result, total wage and salary in-
come has continued to grow following the recession, despite the
lack of increased employment.

The manufacturing sector and business equipment investment
have been stagnant with industrial production and manufactur-
ers’ new orders and shipments remaining little improved from
the recession lows.

Business structural investment also has been stagnant in recent
months, following a large decline from the recession. Lower real
economic growth, higher uncertainty, and the combination of
lower availability and higher costs of insurance have resulted in
a 30-percent decline in real business construction spending from
its pre-recession level (see chart below).
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BUSINESS CONSTREUCTION (STRUCTURAL INYESTMIENT)

e The sharp rise in crude oil prices over the past year and a half—
from less than $20 per barrel at the end of 2001 to nearly $40
a barrel recently—is boosting gasoline prices and energy costs
generally, acting as an additional drag on the economy.

¢ One bright spot in the economy is the continued strong perform-
ance of the housing sector, with continued high rates of housing
starts and home sales. Increased home valuations have contrib-
uted to household wealth—helping to cushion the effects of the
negative wealth effects from the decline in the stock market. De-
spite the large declines in stock market wealth, consumer spend-
ing has continued to grow throughout the recession and slow
growth period of the past several years.

« Even so, faced with higher uncertainty and stagnant employment
prospects, consumer confidence has fallen recently to its lowest
level in 10 years, contributing to the risks of sustained stagna-
tion in the economy as a whole.

THE NEED FOR POLICIES TO PROMOTE GROWTH

Significant economic risks remain. The economy could continue
to exhibit sub-par performance with ongoing slow growth and per-
sisting higher unemployment. The possibility of a renewed down-
turn cannot be ruled out.

When will the economy return to higher growth and lower unem-
ployment? Ultimately, the economy is expected to recover and re-
turn to its potential growth path with sustained growth in jobs,
and with the unemployment rate falling back toward its non-infla-
tionary level (about 5 percent).

¢ The Blue Chip private consensus forecast and the CBO forecast
both show that happening over the next 3 to 4 years.

e But given the slow recovery and the uncertain nature of eco-
nomic forecasting, issues that remain in question are: How long
will it take to return to sustained growth? Could the economy ac-
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tually do worse than expected? Can Congress do something to
help assure the economy gets back to potential faster?

Monetary policy often is viewed as being better oriented to “help
the economy get back to potential faster.” But as demonstrated
in 1990-92, and in the current recession and recovery, monetary
policy does not always move fast enough or have enough effect
up front to boost the economy.

In policy statements and Congressional testimony, the Federal
Open Market Committee [FOMC] and Fed Chairman Greenspan
have adopted the position that monetary policy has done enough,
and that the interest rate cuts and tax cuts already implemented
will be sufficient to boost the economy once the uncertainty of the
geopolitical situation is resolved.

The recent sharp decline in consumer confidence coupled with
the fall in employment in February—when payrolls fell by
308,000 jobs—illustrates the fragile nature of the recovery and
the risks for further job losses.

Doing nothing is unwise. President Bush has been aggressive in

making proposals to boost the economy, primarily through tax cuts.
The President recognizes that it isn’t wise to sit back and wait and
hope for monetary policy to work and for the economy to recover
on its own.

Chairman Greenspan and the Fed are assuming that the econ-
omy is continuing to struggle almost solely because of geopolitical
uncertainty; but they also implicitly assume that the uncertainty
will be eliminated, apparently almost immediately.

The Fed is more optimistic about the economic outlook than
many private forecasters. For example, Goldman Sachs econo-
mists recently said, “We don’t share the FOMC’s optimism. In
our view, Chairman Greenspan is putting too much weight on
geopolitical uncertainties as a constraint on capital spending and
economic activity. We believe that the economy will grow much
more slowly * * * than the Fed’s central forecast” (14 February
2002).

Some contend the Fed may be understating the risk that the
economy will perform less well than the Fed’s assumptions. That
view argues for additional pro-growth policies to be adopted
today.

If the Fed is concerned about “running out of ammunition”—be-
cause interest rates already are so low—that argues even more
for the adoption of additional fiscal policies to augment monetary
policy in a time when the latter may have limited latitude for ac-
tion.

The President and the Congress should act to adopt policies that
will promote growth and job creation.

The President’s economic growth plan focuses on new and accel-

erated permanent tax reductions. The budget resolution accommo-
dates the President’s plan—or one similar to it—to promote eco-
nomic growth and jobs. The President’s plan accelerates the reduc-
tions in personal income tax rates from the 2001 legislation and
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proposes the elimination of the double taxation of dividend in-
come—as well as establishing the tax cuts on a permanent basis.
Congress will work its will on determining specific policies. But
some aspects of the President’s plan should be kept in mind.

e The reduction in income tax rates generates strong incentives for
boosting sustained economic growth. The reduction in the top
rates is particularly important as economic evidence shows that
those taxpayers are the most responsive to the tax changes, in
terms of increasing taxable income and tax payments.

* Economists recognize that permanent reductions in taxes and
marginal tax rates will have significant beneficial economic ef-
fects, especially compared to reductions that are only temporary.

e The proposed elimination of the double taxation of dividend in-
come is a change that would be part of any reasonable com-
prehensive tax reform. Regardless of whether it would have an
immediate beneficial stimulus effect or not (and it would, espe-
cially through gains in the stock market), it is a preferred tax
policy change to make. The elimination of the double taxation
promotes investment by reducing the cost of capital and improv-
ing efficiency.

Beyond its immediate economic benefits, the President’s plan
also is good for other reasons, including the specific groups it bene-
fits. Among specific groups that would benefit are the following:

* Small-businesses would benefit from the higher investment ex-
pensing as well as the lower marginal tax rates.

e Married couples would benefit from the reduction in the mar-
riage penalty—perhaps one of the most egregious sins of the tax
system from a social perspective.

e Families would benefit from the increase in the child credits.

FORECASTERS’ ESTIMATES OF THE EFFECTS OF THE PRESIDENT'S GROWTH PACKAGE

[Average estimated effect, difference from baseline]

2003 2004 2005 2006 2007 2008

Effect On:
Real GDP Level (% change) ... 0.3 1.2 1.0 0.6 0.3 0.2
Unemployment rate (% points) —-02 —0.7 —0.6 —0.3 —0.1 —-0.1
Job Gain From Baseline (1,000 Jobs) ......... 291 1,203 959 455 192 167

Note.—Business Roundtable, Economy.com, Global Insight, Heritage Foundation, Macroeconomic Advisors, National Association for Business
Economics Survey, and Primark Decision Economics.

CONSERVATIVE PROJECTIONS IN BUDGET RESOLUTION

Economic forecasting is imprecise; nonetheless all budget projec-
tions are based on economic assumptions. Even though it is dif-
ficult to make economic and budget forecasts, the effort to improve
accuracy suggests that we take account of all available information.
Economic assumptions that properly account for all of the factors
and information that are expected to affect the performance of the
economy would include the policies that are part of the budget if
they have discernible economic effects.
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Private forecasters generally agree that the President’s proposed
tax reductions would boost growth significantly in 2003 and 2004,
and promote higher real GDP, increased job growth and lower un-
employment rates over the next several years (see table).

e An average of private forecasters’ estimates shows the Presi-
dent’s plan boosting real GDP by about 1V4 percent in 2004.

e The estimates also show the plan cutting the unemployment rate
by %4 percentage point in 2004. That represents an increase of
more than 1 million jobs.

“Dynamic” estimates would show the beneficial economic “feed-
back” effects and smaller deficit effects from tax relief. A proper ac-
counting for the beneficial economic effects from the policies to pro-
mote economic growth—and the resulting beneficial budget ef-
fects—would at least partially offset the scored deficit effects from
the proposed tax relief. Nevertheless, the budget resolution is con-
servative about the economic and budget estimates; those used in
the resolution do not include any of the beneficial “dynamic” feed-
back effects.

SUBSTANTIAL SHORT-RUN BENEFITS, UNCERTAIN LONG-RUN BENEFITS

The policies assumed in the budget resolution would generate
substantial short-run benefits. As shown in the table, private fore-
casters generally agree that the tax relief proposals of the Presi-
dent’s “Growth and Jobs” plan would boost GDP and employment.
Beneficial economic effects of that magnitude would produce sig-
nificant dynamic budget feedback effects, with the likely budget
benefit in the range of $25 billion to $40 billion per year.

The tax relief proposals also would have long-run beneficial ef-
fects, including: incentive effects of lower marginal income tax
rates; higher investment from a lower cost of capital because of
lower taxation of capital income; and, in general, efficiency gains
from more efficient allocations of resources.

A policy proposal with persisting large deficits would raise con-
cerns about adverse long-run economic effects. From the view of
conventional economic theory and evidence, persisting long-run
deficits would have negative effects on national saving, which in
turn would adversely affect investment and the level of real GDP
and incomes in the long-run. The “long run” in such cases would
be at and beyond the 10- to 15-year horizon. But we have to be cau-
tious about such estimates: the reliability of economic and budget
forecasts that far in the future is highly suspect.

In large measure, the question of determining whether signifi-
cant long-run effects can be identified depends fundamentally on
determining the correct baseline for comparison. For example, CBO
typically uses its current services baseline projection as the base-
line for comparison for alternative policy scenarios—as it is re-
quired to do under scoring conventions. But a current services
baseline that shows projected accumulating surpluses in the out
years—as the current CBO baseline does—is a naive baseline that
is unlikely to be realized. When considering a naive baseline projec-
tion that shows budget surpluses, a better baseline for comparison
in the long run is a baseline of very rough budget balance.
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* Budget projections are subject to large projection errors, and er-
rors that grow as the projection horizon expands (see CBO, The
Budget and Economic Outlook, January 2002, pp. 89-100). At a
5-year horizon, CBO’s budget projections have had an average
absolute forecast error of more than 3 percent of GDP. Such er-
rors increase in magnitude as the budget projection horizon in-
creases. At the 10-year horizon the typical budget deficit projec-
tion error likely would be much larger than 3 percent of GDP.

e Historical behavior and evidence show that budget surpluses in
the absence of tax cuts lead to increases in spending that reduce
subsequent surpluses (see Calomiris and Hassett, “Marginal Tax
Rate Cuts and the Public Tax Debate,” National Tax Journal,
March 2002).

The policies of the budget resolution reduce taxes and restrain
spending growth, with the budget returning to balance in 7 years.
The public debt is projected to decline significantly relative to GDP.
Under such a budget outlook, no credible arguments can be raised
suggesting any significant negative economic effect in the long run
through savings effects or financial markets.

In sum, a variety of uncertain factors must be considered in de-
termining the possible long-run effects. Such factors include: the
potential benefits from a lower tax burden and associated reduction
in dead-weight losses in the economy; unreliable long-run economic
and budget projections; and an uncertain proper baseline for com-
parison. On balance, the conclusion must be that the estimated
long-run economic effects associated with the policy underlying the
budget resolution are positive—because of its adherence to fiscal
responsibility and spending restraint, and the beneficial effects
from reducing taxes and the size of the Government.

COMPARISON OF ECONOMIC ASSUMPTIONS

GDP growth

OMB: The assumptions employed by the administration’s Office
of Management and Budget [OMB] project real gross domestic
product [GDP] growth rates of 2.9 percent in calendar year 2003,
3.6 percent in 2004, 3.5 percent in 2005, and 3.3 percent in 2006.

CBO: The Congressional Budget Office [CBO] projects real GDP
growth rates of 2.5 percent in 2003, 3.6 percent in 2004, 3.4 per-
cent in 2005, and 3.3 percent in 2006.

Blue Chip: The Blue Chip Consensus (March 2003) projects 2.6
percent in 2003, 3.6 percent in 2004, 3.4 percent in 2005, and 3.3
percent in 2006. (See table 1, next page).

Inflation

OMB: The administration projects inflation rates of 1.3 percent
and 1.5 percent in calendar year 2003 and 2004 for the GDP price
index, and 2.2 percent and 2.1 percent for the Consumer Price
Index [CPI].

CBO: In comparison, CBO forecasts GDP price index inflation of
1.6 percent in 2003 and 1.7 percent in 2004, and CPI inflation of
2.3 percent and 2.2 percent.
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Blue Chip: The Blue Chip Consensus forecasts GDP price index
inflation of 1.6 percent and 1.8 percent in 2003 and 2004 and CPI
inflation of 2.3 percent and 2.3 percent.

Unemployment

OMB: The administration projects unemployment rates of 5.7
percent for calendar year 2003 and 5.5 percent for 2004.

CBO: For 2003 and 2004 respectively, CBO projects an unem-
ployment rate of 5.9 percent and 5.7 percent. In the medium term,
CBO’s projection for the unemployment rate is slightly higher than
the administration’s.

Blue Chip: The Blue Chip projects an unemployment rate of 5.9
percent for 2003 and 5.6 percent for 2004.

TABLE 1.—COMPARISON OF ECONOMIC ASSUMPTIONS
[Calendar years 2003-2008]

2003 2004 2005 2006 2007 2008

Real GDP (percentage change year over year):

CBO 25 36 34 33 3.2 31

OMB 29 3.6 3.5 33 3.2 3.1

Blue Chip 26 36 34 33 31 31
GDP Price Index (percentage change year over year):

CBO 1.6 1.7 2.0 2.1 2.1 2.2

OMB 13 15 1.5 1.7 17 1.8

Blue Chip 1.6 1.8 2.0 2.1 2.2 2.2
Consumer Price Index (percentage change year over year):

CBO 23 2.2 24 2.5 2.5 2.5

OMB 2.2 2.1 2.1 2.2 2.2 23

Blue Chip 23 23 2.5 2.5 26 26
Unemployment Rate (percent, annual rate):

CBO 5.9 5.7 5.4 5.3 5.2 5.2

OMB 5.7 55 5.2 5.1 5.1 5.1

Blue Chip 5.9 5.6 53 5.2 5.1 5.1
3-month Treasury Bill Rate (percent, annual rate):

CBO 14 3.5 48 49 49 49

OMB 1.6 33 4.0 42 42 43

Blue Chip 1.4 28 4.1 4.4 4.5 4.6
10-year Treasury Note Rate (percent, annual rate):

CBO 44 5.2 5.7 58 58 58

OMB 42 5.0 53 54 55 5.6

Blue Chip 42 5.1 5.6 58 58 58

Source: CBO, OMB, and Blue Chip Economic Indicators.

Interest rates

OMB: OMB projects 3-month Treasury bill rates at 1.6 percent
in calendar year 2003 and 3.3 percent in 2004. Beyond 2004, the
administration projects lower interest rates than CBO and the Blue
Chip Consensus; the administration’s projections for the Treasury
bill rates are 0.1 to 0.8 percentage point lower than the CBO’s and
the Blue Chip’s. The administration’s projection of the 10-year
Treasury note rate is 4.2 percent for 2003 and then steadily in-
creasing to 5.6 percent in 2008.

CBO: CBO forecasts 1.4 percent for 2003 for the Treasury bill
rate, and 3.5 percent for 2004. CBO projects higher long-term inter-
est rates than OMB, with differences in the 0.2 to 0.4 percentage
point range.
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Blue Chip: For the 3-month Treasury bill, the Blue Chip fore-
casts 1.4 percent in 2003 and 2.8 percent in 2004. For 2003-2004,
the Blue Chip projections for long-term interest rates are very simi-
lar to those of OMB and CBO. Beyond 2004, the Blue Chip projec-
tions are nearly identical to CBO’s, but above those of OMB.

In conclusion, the budget resolution uses the CBO’s economic as-
sumptions presented in Table 2.

TABLE 2.—ECONOMIC ASSUMPTIONS OF THE BUDGET RESOLUTION
[Calendar years 2002—2013]

2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013

Real GDP (percentage change year

OVEF YBAM: eoreermeeereeeseeeeseeesseeeees 25 36 34 33 32 31 30 29 26 25 27
GDP Price Index (percentage change

YEar OVEr Year): ........overrmereenes 1.6 1720 21 2.1 22 22 22 22 22 22
Consumer Price Index (percentage

change year over year): ..........c...... 2.3 2.2 2.4 2.5 2.5 2.5 2.5 2.5 2.5 2.5 2.5
Unemployment Rate (percent, annual

rate): 59 57 54 53 52 52 52 52 52 52 52
3-month Treasury Bill Rate (percent,

annual rate): ... 14 35 48 49 49 49 49 49 49 49 49
10-year Treasury Note Rate (percent,

annual rate): ..o 44 52 57 58 58 58 58 58 58 58 58

Source: CBO.






Homeland Security

DEPARTMENT OF HOMELAND SECURITY !

[In billions of dollars]

2003 2004 2005 2006 2007 2008 20042013

Total Spending:

Budget AUthOrity .....ocoovvveecccci 19.8 26.7 26.8 21.2 21.5 28.1 289.6

Outlays 219 26.0 27.0 214 28.0 21.7 286.1
Discretionary Spending:

Budget Authority ... 213 27.1 21.3 218 28.5 29.2 299.1

Outlays 23.7 26.7 21.6 28.0 28.8 28.6 296.0
Mandatory Spending:

Budget AUthOTity ... -15 -04 -05 —-06 —-10 —11 -96

Outlays -8 -07 -05 —-06 —08 —09 -99

1These figures reflect spending through the Department of Homeland Security only. Some homeland security activities continue to be fund-
ed through other Departments and agencies.

Source: The Congressional Budget Office.

The Department of Homeland Security [DHS] consolidates the
activities of 22 Federal agencies, with funding from multiple budg-
et functions. Fiscal year 2004 will be the Department’s first full
year. The Department’s major activities are described below.

The new agency was created by the Department of Homeland Se-
curity Act of 2002 (Public Law 107-296), which was enacted on 25
November 2002. The intent is to provide improved management
and coordination of homeland security activities in light of the on-
going threat of terrorist attacks. In most cases, the activities were
to be moved to the DHS by 1 March 2003. The Department is ex-
pected to have approximately 180,000 employees.

The budget resolution fully funds the President’s request for
homeland security. In the DHS, this includes activities of the
Transportation Security Administration, the U.S. Coast Guard, the
Bureau of Citizenship and Immigration Services, Border and
Transportation Security, First Responder grants, health and med-
ical activities, and Disaster Relief. The resolution assumes no
across-the-board reductions in these areas.

It should be noted various Government agencies will continue to
carry on activities related to homeland security outside the DHS
itself. The Budget Committee should establish a separate budget
function for homeland security, to help assure proper oversight of,
and attention to these activities in the budget process.

A total of $1.0 billion is assumed for the Department of Home-
land Security from programs and activities in Function 050. These
include selected nonproliferation activities conducted by the De-
partment of Energy (Function 053); Coast Guard operating ex-
penses (Function 054); the National Bioweapons Defense Analysis
Center (Department of Defense—Function 051); and the National
Communications System (Department of Defense—Function 051).

(23)
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The functions of the National Simulation and Analysis Center
and the energy security and assurance programs of the Department
of Energy (Function 270) are transferred to the new Department’s
Directorate of Information Analysis and Infrastructure Protection.

The resolution assumes full funding for border inspection and
other responsibilities transferred from USDA to the Department of
Homeland Security. Under the Department of Homeland Security
Act of 2002, several functions previously performed by the U.S. De-
partment of Agriculture [USDA] will be transferred to DHS, includ-
ing agricultural import and entry inspection activities from the
Animal and Plant Health Inspection Service [APHIS]. By June 1,
2003, the Plum Island Animal Disease Center in New York will be
transferred to DHS. The resolution assumes $228 million for such
activities within the DHS’ Border and Transportation Security
Agency.

A total of $21 million is provided for Department-wide technology
investments as is $9 million for the Critical Infrastructure Assur-
ance Office under Information Analysis and Infrastructure Protec-
tion (Function 370).

The budget resolution recommends $4.8 billion in Function 400
for the Transportation Security Administration, which will be part
of the new Border and Transportation Security Agency in the De-
partment of Homeland Security. An estimated $2.5 billion will be
financed by offsetting collections from aviation passenger fees and
airline security fees. The funds will be used to fund airport security
screener and supervisory staff necessary to manage passenger and
baggage screening; State and local law enforcement personnel for
screening checkpoints; Federal air marshals; research and develop-
ment of more effective and efficient screening technologies; and ac-
tivities to improve flight deck safety. Funds are also to be used to
improve security of other modes of transportation, including port
security and mass transit. This is a $534 million reduction from
the President’s fiscal year 2003 request level (as amended), made
possible by the completion of TSA rollout activities this year, the
rightsizing of the screener workforce, and the absorption of some
activities into other Department of Homeland Security offices.

The resolution recommends $5.6 billion. This level supports the
National Strategy for Homeland Security initiative to recapitalize
Coast Guard assets.

The resolution restores funding for disaster relief in Function
450 to a level consistent with historical trends. With the creation
of the new Department of Homeland Security, FEMA has ceased to
be an independent agency, and now is a part of the new Depart-
ment. Disaster relief funding, formerly controlled by FEMA, now
will be administered by the Department. The resolution includes
$3.2 billion for disaster relief in fiscal year 2004, a level consistent
with the average non-terrorist event costs over the past 5 years.
This includes $2 billion in new money, together with funding re-
maining unspent from prior years. Funding also includes $300 mil-
lion for a new pre-disaster hazard mitigation program, which will
provide grants to State and local governments on a competitive
basis. This program will replace an existing formula grant program
that had been funded under the Disaster Relief Fund.



25

The First Responder Grant program also in Function 450 is sig-
nificantly expanded. The resolution provides $3.5 billion in funding
for grants for “first responders” such as local firefighters, and
search-and-rescue or police forces. This is a $1.7 billion increase
over the 2003 enacted level. Funding will be administered by the
Department of Homeland Security’s Office of Emergency Prepared-
ness.

In Function 550 the resolution provides a reserve fund of $5.6
billion over 10 years for BioShield, a program to accelerate re-
search, development, and purchase of bioterrorism threat counter-
measures.

Also within Function 550, the Department of Homeland Security
[DHS] has responsibility for the Strategic National Stockpile,
which was recently moved from the Department of Health and
Human Services [HHS]. The stockpile contains drugs, vaccines, and
other medical supplies and equipment that can be delivered to any
place in the country within 12 hours of a request its future capac-
ity. The resolution assumes $400 million to maintain and strength-
en the stockpile.

In Function 750, DHS activities include specifically those respon-
sible for securing the Nation’s borders, enhancing Federal, State,
and local law enforcement efforts, stopping terrorist financing, and
bringing terrorist conspirators to justice.

The resolution funds a new Bureau of Citizenship and Immigra-
tion Services [BCIS]. With the majority of BCIS funding provided
through mandatory fees, $235 million is assumed for discretionary
costs.

The resolution assumes $1.3 billion for the Secret Service, a
$105-million, or 9-percent, increase over fiscal year 2003 enacted
appropriations. Much of this increase is expected to go toward oper-
ations of an Executive Office of the President mail inspection facil-
ity, and for election-cycle security costs.

The Border and Transportation Security Directorate [BTS], will
merge existing border-related operations into two distinct operating
agencies, and retain the Transportation Security Administration in
its current structure. The resolution assumes $15.6 billion ($6 bil-
lion specific to Function 750) in fiscal year 2004 for BTS. Included
in the BTS activities are:

e Border Activities. The resolution assumes $8.1 billion for funding
the bureaus responsible for enforcing the Nation’s customs and
immigration laws. The resolution further assumes $480 million
for critical border protection and integration efforts including the
entry-exit system, $313 million for the Automated Commercial
Environment [ACE], $150 for non-intrusive inspection tech-
nology, $62 million for the Container Security Initiative, and $18
million for the Customs-Trade Partnership Against Terrorism.

e Bureau of Customs and Border Protection. This bureau consists
primarily of Border Patrol officers and inspectors from Immigra-
tion and Naturalization Service [INS], Customs, and Agricultural
Quarantine and Inspection. The resolution assumes $6.5 billion
in funding for the bureau in fiscal year 2004 (excluding $228 mil-
lion from Function 350). Consistent with the Homeland Security
Act, the 30,000-person bureau will focus exclusively on security
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at and in-between ports-of-entry and will standardize the inspec-
tion process and unify the chain of command between existing
operations.

Bureau of Immigration and Customs Enforcement. This agency
consists of investigative and interior enforcement personnel from
the Customs Service, INS, and the Federal Protective Service.
The resolution assumes $2.8 billion for the bureau in fiscal year
2004. The 19,000-person bureau will focus on enforcement of im-
migration and customs laws and will locate, detain and deport il-
legal immigrants, track foreign students, and investigate smug-
%ling and other immigration and customs related criminal of-
enses.

Federal Law Enforcement Training Center [FLETC]. The resolu-
tion assumes $122 million for FLETC. Additionally, FLETC will
remain a distinct entity within the BTS directorate.

IAIP. The resolution assumes a sum of $46 million from Function
750 will be used to support the $829 million needed for the new
Information Analysis and Infrastructure Protection [TAIP], which
will consolidate the incoming agencies into an operationally cohe-
sive unit but will maintain the National Communications System
as a distinct entity.

Overhead savings. The resolution assumes DHS consolidation ef-
forts will result in $30 million in savings from administrative
overhead, with the potential for additional savings as the transi-
tion of the Department proceeds.

Departmental Management. The total request for DHS Depart-
mental Management is $540 million. Specific to Function 750,
the resolution assumes $125 million for departmental manage-
ment, $40 million for its counterterrorism fund and $68 million
for technology investments.



Revenue

REVENUE
[On-budget totals, in billions of dollars]

2003 2004 2005 2006 2007 2008 2004-2013

Total 1,323.7 1,350.1 1,519.3 1,662.7 1,793.1 1,902.7  19,479.1

SUMMARY

The component of the budget resolution designated as revenue
reflects all of the Federal Government’s various tax receipts that
are classified as “on-budget.” This includes individual income taxes;
corporate income taxes; excise taxes, such as the gasoline tax; var-
ious other taxes, such as estate and gift taxes; and social insurance
taxes except for Social Security. Customs duties, tariffs, and other
miscellaneous receipts are also included in revenue.

The component of social insurance taxes that is collected for the
Social Security system, the Old Age and Survivors and Disability
Insurance [OASDI] payroll tax, is off-budget. The remaining social
insurance taxes (the Hospital Insurance [HI] payroll portion of
Medicare, the Federal Unemployment Tax Act [FUTA] payroll tax,
railroad retirement, and other retirement systems) are all on-budg-
et. Pursuant to the Congressional Budget Act of 1974 and the
Budget Enforcement Act of 1990, Social Security payroll taxes,
which constitute slightly more than a quarter of all Federal re-
ceipts, are not included in the budget resolution.

COMMITTEE-REPORTED RESOLUTION

The budget resolution calls for $1.32 trillion in on-budget rev-
enue to be collected in fiscal year 2003, $1.35 trillion to be collected
in 2004, $8.23 trillion to be collected from 2004 through 2008 and
$19.48 trillion to be collected from 2004 through 2013. This is esti-
mated to result in $1.86 trillion in total revenue in fiscal year 2003,
$1.91 trillion in 2004, $11.33 trillion over the next 5 years and
$26.55 trillion over the next 10, when off-budget Social Security
taxes are added.

The resolution explicitly requires the Committee on Ways and
Means to report legislation to the House floor by 11 April 2003,
making adjustments in current law to effect a reduction in revenue
of $698.3 billion between 2003-2013. This “reconciles” the Presi-
dent’s Economic Growth Package under the reconciliation rules of
the Budget Act. (A sum of $27.5 billion in new mandatory spending
authority is also reconciled to the Ways and Means Committee as
budget outlays because of the refundable component of tax cred-

(27)
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its—such as the child tax credits—are treated as budget outlays by
the budget score keeping convention).

The resolution additionally adjusts, but does not reconcile, the
revenue baseline down $602 billion in order to provide for perma-
nent extension of the provisions of the Economic Growth and Tax
Relief Reconciliation Act of 2001 that otherwise will expire in 2010.

Finally, the budget accommodates, but does not reconcile, $49.6
billion in additional tax relief over the next 11 years. This addi-
tional tax relief policy will be determined by the Committee on
Ways and Means, but could include incentives for charitable giving,
health care, and energy production, conservation and reliability, as
well as extending the research and experimentation tax credit and
temporarily extending other currently expiring provisions. Tariff
and oltlher revenue effects of various trade initiatives are possible
as well.

The budget resolution sets the on-budget revenue level of the
Federal Government for the next 11 years but it is the responsi-
bility of the Committee on Ways and Means to make the specific
adjustments in law to implement these levels.

THE CONTEXT OF TAX REDUCTION

The average for Federal taxes over the past 40 years is about 18
percent of GDP, with a recent low of 17.5 percent in 1992 (at the
beginning of the 1990s economic expansion) and a high of 20.8 per-
cent in 2000 (at the beginning of the recent economic recession). In
fiscal year 2003, Federal taxes are expected to be 17.6 percent of
GDP. Under current law, taxes as a percent of GDP next year will
increase to 17.9 percent, the year after that to 18.5 percent, and
over the next 10 years to 20.6 percent—back to record high levels.
Economic growth will be hindered under this growing tax burden
as a share of the economy. Even with the additional tax relief in
this budget resolution, the tax burden on Americans will stay well
over the 17.9 percent of GDP post-World War II average.

TAX RELIEF PRINCIPLES

As noted previously, growth plans such as the President’s would
provide significant benefits. Reducing income tax rates would gen-
erate strong incentives for sustained growth—especially when they
are permanent reductions. Eliminating the double taxation of cor-
porate earnings would promote investment by reducing the cost of
capital and improving efficiency; it would also promote gains in the
stock market. Married couples would benefit from the reduction in
the marriage penalty, and families from the increase in child cred-
its.

In these and other ways, a carefully designed plan similar to the
President’s could yield economic benefits for years to come.

MAJOR PoLICY ASSUMPTIONS
NEW JOBS AND STRONG GROWTH

The economic growth plan assumed and reconciled in this budget
resolution—with a budget impact of $449 billion over the next 6
years, and $729 billion over 11 years—is mainly oriented toward
personal income tax reductions. The specific elements of President
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Bush’s Economic Growth Package could be included in the rec-
onciliation act, as well as additional and/or alternative congres-
sional growth proposals. Growth policies that could be incorporated
include:

e Immediate expansion of the 10-percent individual income tax
bracket: The expansion of the 10-percent bracket scheduled for
2008 can be accelerated to 2003, and indexed for inflation begin-
ning in 2004. The endpoint of the 10-percent tax bracket would
increase from $12,000 of taxable income to $14,000 for married
couples and from $6,000 to $7,000 for single taxpayers. This ex-
pansion immediately benefits married taxpayers with taxable in-
come of $12,000 and above, and single taxpayers with taxable in-
come of $6,000 and above.

e Accelerated reduction of individual income tax rates: The reduc-
tion in income tax rates in excess of 15 percent, scheduled for
2004 and 2006, can also be moved up to 2003, immediately re-
sulting in new rates of 25 percent (instead of 27 percent), 28 per-
cent (instead of 30 percent), 33 percent (instead of 35 percent),
and 35 percent (instead of 38.6 percent). These reductions imme-
diately benefit married couples with taxable income of $47,450
and above, and single taxpayers with taxable income of $28,400
and above.

« Faster marriage tax justice: Marriage penalty relief can be accel-
erated. This would involve an increase in the standard deduction
for married couples to double the amount of the standard deduc-
tion for single taxpayers in 2003. The “width” of the 15 percent
tax bracket for married couples would be increased to twice the
“width” for single taxpayers in 2003. These provisions are cur-
rently scheduled to phase in over the period between 2005 and
2009. These reductions immediately benefit married couples who
claim the standard deduction, or who have taxable income of
$47,450 and above.

* Planned increase of the child tax credit immediately: The amount
of the child tax credit can be increased to $1,000 in 2003 (from
$600), accelerating a scheduled phase-in between 2005 and 2010.
In 2003, the increased amount of the child tax credit could be
paid in advance beginning in July 2003 on the basis of informa-
tion on the taxpayer’s 2002 tax return filed in 2003. Advanced
payments could be made in a manner similar to the advance pay-
ment checks that were issued in 2001 to reflect the new 10-per-
cent tax bracket. $27.5 billion in outlays is reconciled to the
Ways and Means Committee to make possible the acceleration of
the refundable component of this provision as well.

e Individual relief from the Alternative Minimum Tax: To ensure
that the benefits from the acceleration of the tax reductions for
individual taxpayers proposed by the President are not reduced
by the Alternative Minimum Tax [AMT], it is possible to increase
the AMT exemption amount by $8,000 for married taxpayers,
and by $4,000 for single taxpayers in 2003 through 2005.

» Bigger small business incentive for new investment: The amount
of investment that may be immediately deducted by small busi-
nesses can be increased from $25,000 to $75,000 beginning in
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2003. The amount of investment qualifying for this immediate
deduction would not begin to phase out for small businesses until
their investments exceed $325,000 (increased from $200,000).
Both parameters could be indexed for inflation beginning in
2004.

* Ending Double taxation of corporate earnings: Dividends paid by
corporations to individuals could be excluded in whole or in part
from taxable income when paid out of previously taxed corporate
income. This provision would attack the inherently unfair double
taxation of dividends by the Federal Government. It also would
encourage corporate reform by providing an incentive for in-
creased accountability of companies to their shareholders. This
would come about because of the more favorable condition for
capital formation through income-earning stocks rather than
pure debt and retained-earning equity. Dividends can provide
evidence of a corporation’s underlying financial health and en-
able investors to more readily evaluate a corporation’s financial
condition. Dividends paid by corporations in excess of previously
taxed corporate income would still be included in taxable income.

PRIOR TAX CUTS BECOME PERMANENT

The budget resolution allows for the permanent extension of:
marginal individual income tax rate reductions expiring in 2010;
the child tax credit expiring in 2010 ($22 billion in outlays also pro-
vided for the refundable component); marriage penalty relief expir-
ing in 2010; education incentives expiring in 2010; repeal of estate
and generation-skipping transfer taxes and modification of gift
taxes expiring in 2010; modifications of individual retirement ac-
counts and pension plans expiring in 2010; and other incentives for
families and children expiring in 2010.

OTHER POSSIBLE REVENUE PROPOSALS

The resolution provides about $50 billion in additional tax relief.
The particular mix of tax policies this amount can entail will be de-
termined by the Committee on Ways and Means, but could include:

e Charitable giving: Deductions for non-itemizers and tax-free
withdrawals from IRA accounts.

e Education: Tax credit for school costs of students who choose to
leave failing public schools and deductions for teachers’ out-of-
pocket classroom expenses.

* Health Care: Tax credit for the purchase of health insurance, an
above-the-line deduction for long-term care insurance premiums,
permanent extension and reform of Archer Medical Savings Ac-
counts; and an additional personal exemption to home caretakers
of family members.

e Savings: Individual Development Accounts [IDAs].

e Environment: Extension of expensing brownfields remediation
costs and excluding 50 percent of gains from the sale of property
for conservation purposes.

e Energy: Tax credits for producing electricity from renewable
sources, using residential solar energy systems, the purchase of
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certain hybrid and fuel cell vehicles, energy produced from land-
fill gas and combined heat and power property, and an excise tax
exemption for ethanol.

Trade: Free trade agreements with Chile and Singapore.

R&D Tax Credit: The research and experimentation tax credit
expires on June 30, 2004.

Temporary “Extenders”: These expiring provisions include min-
imum tax relief for individuals, allowing full deductiability of net
operating losses under AMT, combined work opportunity/welfare-
to-work tax credit, deduction for corporate donations of computer
technology, Washington, DC tax incentives, and authority to
issue Qualified Zone Academy Bonds.
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FUNCTION 050: NATIONAL DEFENSE

FUNCTION 050: NATIONAL DEFENSE

[In billions of dollars]

2003 2004 2005 2006 2007 2008 2004-2013

Total Spending:

Budget Authority .......ccocoeeeeees 392.5 400.6 420.1 440.2 460.4 480.9 4814.0

OULIAYS oo 386.2 400.9 414.2 426.0 438.7 462.9 4,704.4
Discretionary Spending:

Budget Authority .......ccoccrnees 392.1 400.1 419.4 439.5 459.7 480.1 4,806.5

OULIAYS oo 386.4 400.6 413.7 4254 438.0 462.2 4,697.6
Mandatory Spending:

Budget Authority 0.4 0.5 0.6 0.7 0.7 0.8 74

Outlays -0.1 0.4 0.6 0.6 0.7 0.7 6.8

FUNCTION SUMMARY

The funding levels in the resolution for Function 050 reflect the
Nation’s urgent requirement to defeat terrorism overseas and im-
prove homeland security, while providing continued investment in
the transformation of the armed forces. The terrorist attacks of 11
September 2001 underscore the necessity for a revitalized military
capable of winning decisively against conventional and unconven-
tional threats to the security of the United States.

The National Defense function includes funds to develop, main-
tain, and equip the military forces of the United States. More than
95 percent of the funding in this function goes to Department of
Defense [DOD] military activities, including funds for ballistic mis-
sile defense. The function also includes pay and benefits for mili-
tary and civilian personnel; research, development, testing, and
evaluation; procurement of weapon systems; military construction
and family housing; and operations and maintenance of the defense
establishment. The remaining funding in the function is applied to
atomic energy defense activities of the Department of Energy, and
other defense-related activities.

In the period of fiscal years 1998-2003, BA in Function 050 has
increased at an average annual rate of 7.7 percent—from $271.3
billion to $392.5 billion.

SUMMARY OF COMMITTEE-REPORTED RESOLUTION

The resolution calls for $400.6 billion in BA and $400.9 billion
in outlays in fiscal year 2004, an increase of 2.0 percent in BA com-
pared with fiscal year 2003. The function totals are $2,202.1 billion
in BA and $2,142.7 billion in outlays over 5 years; and $4,814.0 bil-
lion in BA and $4,704.4 billion in outlays over 10 years.

For fiscal year 2004 discretionary spending, the resolution pro-
vides $400.1 billion in BA and $400.6 billion in outlays. This is an
increase of $8.0 billion in BA and $14.2 billion in outlays over fiscal
year 2003. The resolution calls for $2,198.9 billion in BA and
$2,139.8 billion in outlays over 5 years, and $4,806.6 billion in BA
and $4,697.6 billion in outlays over 10 years.

Mandatory spending in this function is $0.5 billion in BA and
$0.4 billion in outlays in fiscal year 2004; $3.3 billion in BA and
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$2.9 billion in outlays over 5 years; and $7.4 billion in BA and $6.8
billion in outlays over 10 years. Over the 2004-2008 period, man-

datory spending grows by $0.3 billion; and over the 2004—2013 pe-
riod by $0.5 billion.

NATIONAL DEFENSE AND THE WAR AGAINST TERRORISM

The BA and outlay funding levels for National Defense will sup-
port critical military and homeland security initiatives, consistent
with the President’s recommendations. The Department of Defense
would not be subject to the 1-percent reduction applied to programs
in most other areas.

Discretionary spending

The resolution assumes $98.6 billion for pay and benefits, an in-
crease of 5.6 percent. It funds a range of military pay increases
from 2.0 percent up to 6.5 percent, targeted by rank and years of
service. This initiative is intended to retain DOD’s most experi-
enced personnel. The average military pay raise for fiscal year 2004
is 4.1 percent. The resolution also assumes the reduction of out-of-
pocket housing costs from 7.5 percent to 3.5 percent for personnel
living in private housing. These costs are schedule to drop to zero
in fiscal year 2005.

The resolution allows for $117.0 billion for operations and main-
tenance in fiscal year 2004, an increase of $3.4 billion over the pre-
vious year. Operations and maintenance contains funding for train-
ing and education, operations, and support of the military forces;
maintenance of fielded weapon systems and equipment; and oper-
ation and maintenance of facilities. It also includes funding of pay
for DOD civilian personnel.

For military procurement, the resolution recommends $72.7 bil-
lion. This is the highest funding level for this activity since fiscal
year 1990. Procurement contains funding for the purchase and ini-
tial fielding of weapon systems, aircraft, ships, vehicles, ammuni-
tion, and other combat-related systems.

The resolution accommodates $61.8 billion for research, develop-
ment, test, and evaluation—the seed money for the next generation
of weapons. This represents a $5.0-billion increase over the current
year’s appropriated level. This level is the highest in DOD’s his-
tory.

The resolution assumes $6.7 billion that the Office of Manage-
ment and Budget classifies as Homeland Security-related spending
within DOD. This funding provides for initiatives to include intru-
sion detection, blast mitigation, chemical and biological detection,
personal protection gear, harbor patrol, and measures to restrict
base access.

The resolution is consistent with the President’s request for $9.1
billion for the Missile Defense Agency, a $1.5-billion increase over
the previous year. The program will focus on fielding an initial ca-
pability in 2004 and 2005; this program would provide a modest
near-term defense against North Korean missiles.

The resolution accommodates full funding of health benefits for
active duty members, retirees, and their dependents, including the
expansion of military health care mandated by the Fiscal Year
2001 Defense Authorization Act. It assumes a total of $27.2 billion
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in expenditures for health care, including $16.2 billion to support
the direct health care system, and $10.8 billion for contract care
(some of these expenditures take place outside Function 050).

The Special Forces that play a crucial role in the war against ter-
rorism are assumed to be funded at $4.52 billion, consistent with
the President’s request. This represents a 47-percent increase over
the current year funding level.

Mandatory spending

The resolution assumes $70 million in mandatory BA to permit
proceeds from facilities that were acquired, constructed, or im-
proved with commissary surcharges or nonappropriated funds, and
that were closed under Base Realignment and Closure authority, to
be reapplied to nonappropriated fund activities without an appro-
priation.

DEPARTMENT OF HOMELAND SECURITY

A portion of funding in this function goes toward activities of the
new Department of Homeland Security. Please see the separate
section on the Department in this report.
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FUNCTION 150: INTERNATIONAL AFFAIRS

FUNCTION 150: INTERNATIONAL AFFAIRS

[In billions of dollars]

2003 2004 2005 2006 2007 2008 2004-2013

Total Spending:
Budget Authority ........cccornees 22.5 247 28.6 311 323 33.1 326.4
OULIAYS oo 19.3 231 24.1 25.6 274 28.4 284.5
Discretionary Spending:
Budget Authority ... 254 27.8 29.1 30.6 31.8 32.8 328.2
OULIAYS oo 26.0 26.4 26.9 28.5 30.3 31.2 313.5
Mandatory Spending:
Budget Authority ... -29 -3.1 -05 0.5 0.4 0.3 -17
OULIAYS oo —6.7 -27 —-28 —-28 -29 -238 -29.0

FUNCTION SUMMARY

As part of the global war on terrorism, the Department of State
and international assistance programs play a vital role in main-
taining and expanding support of the international coalition
against terrorism. Funds distributed through the International Af-
fairs function provide for international development and humani-
tarian assistance; international security assistance; the conduct of
foreign affairs; foreign information and exchange activities; and
international financial programs. The major departments and agen-
cies in this function include the Department of State, the Depart-
ment of the Treasury, and the United States Agency for Inter-
national Development [USAID].

Spending in Function 150 grew from $14.8 billion in BA in fiscal
year 1998 to $22.5 billion in BA in fiscal year 2003. BA for Inter-
national Affairs is 1.0 percent of total Federal BA, and above the
recent historical low of 0.9 percent in 1998. International Affairs
BA was about 1.2 percent of the Federal budget in 1983, and 2.2
percent in 1993.

SUMMARY OF COMMITTEE-REPORTED RESOLUTION

The budget resolution calls for $24.7 billion in BA and $23.7 bil-
lion in outlays in fiscal year 2004, an increase of 9.8 percent in BA
compared with fiscal year 2003. The function totals are $149.8 bil-
lion in BA and $129.2 billion in outlays over 5 years, and $326.4
billion in BA and $284.5 billion in outlays over 10 years.

For fiscal year 2004 discretionary spending, the resolution calls
for $27.8 billion in BA and $26.4 billion in outlays. This is an in-
crease of $2.4 billion in BA and $376 million in outlays over fiscal
year 2003. The resolution calls for $152.2 billion in BA and $143.2
billion in outlays over 5 years, and $328.2 billion in BA and $313.5
billion in outlays over 10 years.

Mandatory spending in this function is —$3.1 billion in BA and
—$2.7 billion in outlays in fiscal year 2004; and —$2.4 billion in
BA and —$14.0 billion in outlays over 5 years; and —$1.7 billion
in BA and —$29.0 billion in outlays over 10 years.
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Discretionary spending

The Department of State and international assistance programs
play a vital role in maintaining and expanding support of the inter-
national coalition against terrorism. The budget resolution rec-
ommends the President’s request of $4.7 billion to help win the
global war against terrorism and alleviate conditions that can pro-
mote it.

The resolution allows for $463 million for the Andean Counter-
drug Initiative to support the Colombian government’s campaign
against terrorists and the drug trade that fuels their activities. It
also recommends the President’s proposal to create a new Govern-
ment corporation (the Millennium Challenge Corporation) to ad-
minister a $1.3 billion fund designed to promote just governance
and sound free-market economic policies in International Develop-
ment Association-eligible countries (with per capita incomes below
$1,435 per annum).

The budget resolution allows for $2 billion as the first install-
ment of the President’s Emergency Plan for AIDS Relief, a 5-year,
$15-billion initiative to turn the tide in the global effort to combat
the HIV/AIDS pandemic. This initiative—funded through USAID,
the Department of Health and Human Services, and the Centers
for Disease Control—virtually triples U.S. funding to fight the
international AIDS pandemic, including:

» A sum of $450 million for the Global AIDS Initiative to help the
most afflicted countries in Africa and the Caribbean.

» A total of $200 million for the Global Fund to Fight AIDS, Tuber-
culosis, and Malaria ($100 million in USAID and $100 million in
HHS), raising the total U.S. pledge to $700 million, or 29 percent
of total pledges.

¢« A sum of $100 million for the International Mother and Child
HIV Prevention Initiative for a total funding level of $300 million
($150 million in USAID and $150 million in HHS funds).

The resolution assumes funds sufficient for the President’s pro-
posal to create a new government corporation—the Millennium
Challenge Corporation—to administer a $1.3-billion fund designed
to promote just governance and sound free-market economic poli-
cies in International Development Association-eligible countries
(with yearly per-capita incomes below $1,435).

The budget resolution recommends $200 million for the Presi-
dent’s proposal to create a new fund with flexible authority to pro-
vide emergency food aid and grants.

The resolution also recommends an additional $75 million for the
Trust Fund for Heavily Indebted Poor Countries [HIPC], and $20
million for the Treasury Debt Restructuring account for debt reduc-
tion under the Tropical Forest Conservation Act.

Mandatory spending
The resolution makes no specific mandatory assumptions.
These items are recommended for priority consideration in this

function, within the overall framework of the across-the-board per-
centage reduction assumed in the resolution. Notwithstanding the
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recommended level for Function 250, the budget resolution pro-
vides a lump sum for discretionary spending to the Appropriations
Committee, which makes allocations to its subcommittees based on
its priorities. Therefore, the aggregate funding levels in this func-
tion may increase or decrease depending on how committees deter-
mine the savings.
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FUNCTION 250: GENERAL SCIENCE, SPACE, AND
TECHNOLOGY

FUNCTION 250: GENERAL SCIENCE, SPACE, AND TECHNOLOGY

[In billions of dollars]

2003 2004 2005 2006 2007 2008 2004-2013

Total Spending:
Budget Authority ........cc.co.e.... 23.1 22.8 236 24.3 25.1 25.9 260.8
OULIAYS oo 216 223 231 23.7 24.4 25.1 254.1
Discretionary Spending:
i 23.0 22.1 23.6 24.3 25.1 25.9 260.5
215 223 23.0 23.6 24.4 25.1 253.6

Mandatory Spendin
Budget Authority ........cocorneens 0.1 0.0 0.0 0.0 0.0 0.0 0.3
OULIAYS oo 0.1 0.1 0.1 0.1 0.0 0.0 0.5

FUNCTION SUMMARY

Function 250 consists of General Science, Space and Technology
programs. The largest component of this function—about two-
thirds of total spending—is for the space flight, research, and sup-
porting activities of the National Aeronautics and Space Adminis-
tration [NASA]. The function also reflects general science funding,
including the budgets for the National Science Foundation [NSF],
and the fundamental science programs of the Department of En-
ergy [DOE].

The average growth rate over the last 5 years (1998-2003) was
5.2 percent. BA for Function 250 has grown from $18.0 billion in
1998 to $23.2 billion for fiscal year 2003.

SUMMARY OF COMMITTEE-REPORTED RESOLUTION

The resolution calls for approximately $22.8 billion in BA and
$22.3 billion in outlays in fiscal year 2004, a decrease of 1.6 percent
in BA compared with fiscal year 2003. The function totals are
$121.8 billion in BA and $118.7 billion in outlays over 5 years; and
$260.8 billion in BA and $254.1 billion in outlays over 10 years.

For fiscal year 2004 discretionary spending, the resolution pro-
vides for $22.7 billion in BA and $22.3 billion in outlays. The reso-
lution calls for $121.6 billion in BA and $118.3 billion in outlays
over 5 years, and $260.5 billion in BA and $253.6 billion in outlays
over 10 years.

Mandatory spending in this function is $30 million in BA and
$97 million in outlays in fiscal year 2004; and $153 million in BA
and $329 million in outlays over 5 years; and $317 million in BA
and $488 million in outlays over 10 years.

Discretionary spending

The resolution provides for $5.5 billion for NSF, a $200 million,
or 3.8-percent increase from the fiscal year 2003 level enacted. The
resolution includes $4.1 billion for research and related activities.
Of this total, $1.1 billion represents 40 percent of the Federal fund-
ing for university-based research in math and physical sciences.
The budget also recommends $938 million to support education and
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research in all science, technology engineering, and mathematics
disciplines. The research equipment and facilities construction part
of NSF’s budget would receive $202 million, a 60.2-percent increase
over 2003.

Regarding NASA, the budget resolution is consistent with the
agency’s strategic plan. Until further investigation of the Colombia
incident, the resolution considers it premature to add additional
funds for a space shuttle replacement.

The resolution provides for $14.5 billion for NASA in Function
250. Another $978 million for NASA science, aeronautics, and tech-
nology is included in Function 400 (Transportation), bringing
NASA’s total to $15.5 billion, $469 million or a 3.1-percent increase
over fiscal year 2003. Starting with fiscal year 2004, NASA pro-
grams include the full cost of civil servant salaries and other costs
previously included in other accounts in the NASA budget. Because
of this accounting change, it is impossible to be precise about how
these full costs would have been distributed in previous years’
budgets. This level of funding in the resolution is consistent with
NASA’s request prior to the Columbia incident.

Mandatory spending

The resolution makes no specific mandatory spending assump-
tions in this function.

These items are recommended for priority consideration in this
function, within the overall framework of the across-the-board per-
centage reduction assumed in the budget resolution. Notwith-
standing the recommended level for Function 250, the budget reso-
lution provides a lump sum for discretionary spending to the Ap-
propriations Committee, which makes allocations to its subcommit-
tees based on its priorities. Therefore, the aggregate funding levels
in this function may increase or decrease depending on how com-
mittees determine the savings.
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FUNCTION 270: ENERGY

FUNCTION 270: ENERGY

[In billions of dollars]

2003 2004 2005 2006 2007 2008 2004-2013

Total Spending:
Budget Authority .......ccocoerieees 21 26 2.7 2.6 2.4 3.0 29.3
OULIAYS oo 0.4 0.9 1.0 1.2 1.0 14 15.6
Discretionary Spending:
Budget Authority .........c.ccoo...... 32 3.6 39 3.8 3.8 4.7 453
OULIAYS oo 3.2 3.6 39 39 3.8 46 45.0
Mandatory Spending:
Budget Authority ...........ccco...... —-12 -1.0 —-12 —1.2 —14 —18 —16.1
OULIAYS oo -27 -27 -29 —-217 —-28 -32 —294

FUNCTION SUMMARY

The Energy function reflects civilian energy and environmental
activities and programs of the Federal Government. Through this
function, spending is provided for energy supply programs, such as
solar and renewable, fossil and nuclear research at the Department
of Energy [DOE]; rural electricity and telecommunications loans,
administered through the Rural Utilities Service of the Department
of Agriculture; electric power generation and transmission pro-
grams of the Power Marketing Administrations (the Southeastern
Power Administration, the Southwestern Power Administration,
the Western Area Power Administration, and the Bonneville Power
Administration); and power generation and transmission programs
of the Tennessee Valley Authority [TVA]. This function also pro-
vides funds for energy conservation programs; emergency energy
preparedness (mainly the Strategic Petroleum Reserve); and energy
information, policy, and regulation programs, including spending
by the Office of the Secretary of Energy and the operations of the
Federal Energy Regulatory Commission, the Nuclear Regulatory
Commission [NRC] and the U.S. Enrichment Corporation

Function 270 does not include DOE’s national security activi-
ties—the National Nuclear Security Administration—which are in
Function 050 (Defense), or its basic research and science activities,
which are in Function 250 (General Science, Space, and Tech-
nology).

The average annual funding increase in BA over the past 5 years
(1998-2003) is 47.6 percent, for which mandatory charged receipts
(negative spending) are mostly responsible. Discretionary funding
is up 1 percent a year during this period. Receipts, repayments,
and electricity sales result in negative mandatory BA and outlays.

SUMMARY OF COMMITTEE-REPORTED RESOLUTION

The resolution calls for $2.6 billion in BA and $0.9 billion in out-
lays in fiscal year 2004, an increase of 25 percent in BA compared
with fiscal year 2003. The function totals are $13.3 billion in BA
and $5.6 billion in outlays over 5 years, and $29.3 billion in BA and
$15.6 billion in outlays over 10 years.
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For fiscal year 2004 discretionary spending, the resolution calls
for $3.6 billion in BA and outlays. This is an increase of approxi-
mately $0.4 billion in BA and $0.5 billion in outlays over fiscal year
2003.

Mandatory spending in this function is —$1.0 billion in BA and
—$2.7 billion in outlays in fiscal year 2004; —$6.6 billion in BA
and —$14.2 billion in outlays over 5 years, and —$16.1 billion in
BA and —$29.4 billion in outlays over 10 years. Over the 2004—
2008 period, mandatory spending declines by —$0.6 billion due to
increasing offsetting receipts from various loan repayments and liq-
uidations, electricity sales, and fees.

DEPARTMENT OF HOMELAND SECURITY

A portion of funding in this function goes toward activities of the
new Department of Homeland Security. Please see the separate
section on the Department in this report.

OTHER PRIORITIES

Discretionary spending

The resolution also protects the homeland outside the new De-
partment of Homeland Security. A sum of $619 million is assumed
in fiscal year 2004 for the Nuclear Regulatory Commission to con-
tinue to review and strengthen NRC’s physical facilities and infor-
mation technology infrastructure to enhance nuclear plant security.
$546 million of this amount is provided by fees and receipts.

The resolution can accommodate the President’s discretionary
proposals, which fulfill the National Energy Policy recommenda-
tions to focus Federal investment on future energy solutions. For
discretionary spending, the resolution actually provides a 12-per-
cent increase from $3.2 billion in fiscal year 2003 to $3.6 billion in
fiscal year 2004, and a 47-percent increase over the next 5 years.
This would support new energy research initiatives on hydrogen,
nuclear and coal, as well as additional low-income weatherization
and conservation assistance.

Mandatory spending

The small aggregate totals in Function 270 come about because
the mandatory spending component is negative. Negative spending
on the mandatory side of $2.7 billion in 2004, the same as 2003,
is due to rural electrification and telecommunications loan repay-
ments and liquidations, Tennessee Valley Authority and Power
Marketing Administration electricity sales, nuclear waste disposal
fees, and uranium sales and enrichment fees.

These items are recommended for priority consideration in this
function, within the overall framework of the across-the-board per-
centage reduction assumed in the budget resolution. Notwith-
standing the recommended level for this function, the budget reso-
lution provides a lump sum for discretionary spending to the Ap-
propriations Committee, which makes allocations to its subcommit-
tees based on its priorities. Therefore, the aggregate funding levels
in this function may increase or decrease depending on how com-
mittees determine the savings.
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FUNCTION 300: NATURAL RESOURCES AND
ENVIRONMENT

FUNCTION 300: NATURAL RESOURCES AND ENVIRONMENT

[In billions of dollars]

2003 2004 2005 2006 2007 2008 2004-2013

Total Spending:
Budget Authority .......ccocourreens 30.8 29.2 30.3 30.9 314 322 331.0
OULIAYS oo 289 29.9 30.3 31.2 313 317 327.9
Discretionary Spending:
Budget Authority ... 29.2 27.0 27.6 28.2 28.8 29.6 303.1
OULIAYS oo 219 282 282 284 28.8 29.3 302.0
Mandatory Spending:
Budget Authority
Outlays

1.6 2.2 2.7 2.8 2.7 2.6 21.8
11 17 2.1 2.8 2.6 2.4 25.9

FUNCTION SUMMARY

Programs within Function 300 consist of water resources, con-
servation, land management, pollution control and abatement, and
recreational resources. Major departments and agencies in this
function are the Department of Interior, including the National
Park Service [NPS], the Bureau of Land Management [BLM], the
Bureau of Reclamation, and the Fish and Wildlife Service [FWS];
conservation-oriented and land management agencies within the
Department of Agriculture [USDA] including the Forest Service;
the National Oceanic and Atmospheric Administration [NOAA] in
the Department of Commerce; the Army Corps of Engineers; and
the Environmental Protection Agency [EPA].

Over the past 5 years, funding for Function 300 has grown by an
average annual rate of 4.8 percent.

SUMMARY OF COMMITTEE-REPORTED RESOLUTION

The resolution calls for $29.2 billion in BA and $29.9 billion in
outlays in fiscal year 2004. The function totals are $154.1 billion
in BA and $154.4 billion in outlays over 5 years, and $331.0 billion
in BA and $327.9 billion in outlays over 10 years.

For fiscal year 2004 discretionary spending, the resolution calls
for $27.0 billion in BA and $28.2 billion in outlays. The resolution
calls for $141.2 billion in BA and $142.9 billion in outlays over 5
years, and $303.1 billion in BA and $302.0 billion in outlays over
10 years.

Mandatory spending in this function is $2.2 billion in BA and
$1.7 billion in outlays in fiscal year 2004. This spending would be
$12.9 billion in BA and $11.5 billion in outlays over 5 years, and
$27.8 billion in BA and $25.9 billion in outlays over 10 years.

The following recommendations are assumed, or can be accom-
modated, by the resolution.

Discretionary spending

* A sum of $706 million in funds for reducing the National Park
Service’s $5-billion backlog in operations and maintenance. After
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nearly doubling the account in last year’s resolution, the resolu-
tion increases funds by $45 million, or 7 percent.

e Full funding for the Land and Water Conservation Fund [LWCF]
at $901 million. This funding, which comes from receipts for oil
and gas drilling primarily from the Outer Continental Shelf, is
used by Federal and State governments for local conservation
projects, natural resource protection, and outdoor recreation.

+ Full funding for the Cooperative Conservation Initiative. The res-
olution allows $113 million in matching funds for the NPS, FWS,
BLM, and other land management agencies to partner with adja-
cent landowners and other private citizens on resource conserva-
tion projects.

A total of $1.4 billion for the Superfund program, a 9-percent, or
$117-million, increase over the 2003 level. This funding level will
enable 10 to 20 new construction starts in 2004, and a similar
increase in the number of completions by 2006.

e A $17-million increase for NOAA’s portion of the multiagency
Climate Change Research Initiative [CCRI]. The CCRI will ad-
vance climate modeling capabilities and climate-observation sys-
tems.

+ A sum of $1.2 billion within EPA’s budget for scientific research
into environmental threats to children’s health: and $5 million
for the STAR Fellowship program to help attract the Nation’s
best scientists to EPA.

e Funding for the Forest Service’s Hazardous Fuels Treatments
Program of $230 million. This program removes the amount of
brush and small trees that exacerbate the risk of catastrophic
fire which led to the second worst fire season in 50 years last
year destroying 7 million acres and killing 21 firefighters. Fund-
ing will be focused on activities that protect human life by dedi-
cating 70 percent to the wildland-urban interface. The $230-mil-
lion level represents a 90-percent increase over the past 3 years.

* A sum of $123 million to support the EPA’s homeland security
responsibilities. The resolution allows the agency to continue pro-
tecting the Nation’s critical water infrastructure while upgrading
and improving emergency response capabilities.

Mandatory spending

e The Central Utah Project Completion Act [CUP], which clarifies
and streamlines completion of project goals. The CUP provides
water for agricultural, industrial, and municipal uses.

¢ Permanent extension of the Recreation Fee Program which al-
lows parks, refuges, forests, and other publicly owned units to
spend fees within the units from which they are collected. This
proposal is another tool for reducing the multibillion dollar back-
log in our existing publicly owned parks, forests, and refuges.

« Legislation to prevent the United Mine Workers of America Com-
bined Benefit Fund from financial crisis by transferring to it any
additional interest from the Abandoned Mine Land Reclamation
Fund.
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» Legislation allowing the Bureau of Land Management to use up-
dated management plans to identify publicly owned areas suit-
able for sale. Using management plans with the most up-to-date
scientific information will allow the BLM to keep the most envi-
ronmentally sensitive holdings under Federal protection. The
proposal also allows a portion of the receipts from sales to be
used for restoration projects

« The Water Resources Development Act of 2002, which authorizes
the Corps of Engineers to conduct water resource studies and un-
dertake specified projects and programs for flood control, inland
navigation, shoreline protection, and environmental restoration.

These items are recommended for priority consideration in this
function, within the overall framework of the across-the-board per-
centage reduction assumed in the budget resolution. Notwith-
standing the recommended level for Function 300, the budget reso-
lution provides a lump sum for discretionary spending to the Ap-
propriations Committee, which makes allocations to its subcommit-
tees based on its priorities. Therefore, the aggregate funding levels
in this function may increase or decrease depending on how com-
mittees determine the savings.
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FUNCTION 350: AGRICULTURE

FUNCTION 350: AGRICULTURE

[In billions of dollars]

2003 2004 2005 2006 2007 2008 2004-2013

Total Spending:
Budget Authority ........cccornees 24.4 24.0 26.1 258 25.1 24.0 240.8
OULIAYS oo 234 234 25.2 25.0 24.4 235 237.1
Discretionary Spending:
Budget Authority ... 58 5.1 5.5 5.6 5.7 5.8 59.5
OULIAYS oo 59 55 5.3 5.5 5.6 5.8 59.2
Mandatory Spending:
Budget Authority ... 18.7 18.9 20.7 20.2 19.4 18.2 181.3
OULIAYS oo 17.5 17.8 19.9 195 18.8 17.7 1779

FUNCTION SUMMARY

The Agriculture function includes funds for direct assistance and
loans to food and fiber producers, export assistance, market infor-
mation, inspection services, and agricultural research. Farm policy
is driven by the Farm Security and Rural Investment Act of 2002,
which provides producers with continued planting flexibility while
protecting them against unique uncertainties such as poor weather
conditions and unfavorable market conditions.

Over the past 5 years, funding for Function 350 has grown by an
average annual rate of 13.9 percent. A major contributor to this
dramatic increase has been the large swings in commodity prices
over this period. Commodity prices often fluctuate dramatically
from year to year. This has a huge impact on the cost of mandatory
programs, which make up approximately 75 percent of Function
350 programs.

SUMMARY OF COMMITTEE-REPORTED RESOLUTION

The resolution calls for $24.0 billion in BA and $23.4 billion in
outlays in fiscal year 2004. The function totals are $125.1 billion
in BA and $121.5 billion in outlays over 5 years, and $240.8 billion
in BA and $237.1 billion in outlays over 10 years.

For fiscal year 2004 discretionary spending, the resolution allows
for $5.1 billion in BA and $5.5 billion in outlays. It allows for $27.7
billion in BA and $27.7 billion in outlays over 5 years, and $59.5
billion in BA and $59.2 billion in outlays over 10 years.

Mandatory spending in this function is $18.9 billion in BA and
$17.8 billion in outlays in fiscal year 2004; $97.4 billion in BA and
$93.8 billion in outlays over 5 years; and $181.3 billion in BA and
$177.9 billion in outlays over 10 years.

DEPARTMENT OF HOMELAND SECURITY

A portion of funding in this function goes toward activities of the
new Department of Homeland Security. Please see the separate
section on the Department in this report.
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OTHER PRIORITIES

Other items assumed in, or accommodated by, the resolution in-
clude:

Discretionary spending

e A $23-million increase for the APHIS inspection budget. These
funds will be used for inspections at certain ports of entry; in-
creasing the availability of vaccines for foot-and-mouth disease
and expanding diagnostic and other scientific and technical serv-
ices.

* An increase in the USDA food safety budget of $92 million. This
includes an increase of $42 million for the Food Safety and In-
spection Service [FSIS].

e A $47-million increase for USDA’s research agencies for strength-
ening laboratory security measures; conducting additional re-
search on emerging animal diseases; new vaccine development;
new biosecurity database systems; and continued development of
the unified Federal-State Diagnostic Network for identifying and
responding to high risk biological pathogens.

e A sum of $2.2 billion for agricultural research, education, and ex-
tension programs—an increase of $30 million, including increases
for bioterrorism, emerging and exotic diseases, genomics, cyber
security, and the National Research Initiative [NRI].

e A total of $178 million in funding for the Common Computing
Environment program—an increase of $45 million, or 33 percent.
By modernizing the Department’s computer system, the program
will help to improve employee efficiency and internet access and
electronic filing capabilities.

Mandatory spending

o A $511-million, or 17-percent increase for the Risk Management
Agency, which administers the Crop Insurance Program and pro-
tects producers against a wide range of environmental risks.

e Full funding for trade assistance programs, including a 39-per-
cent increase for the Market Access Program, a 4-percent in-
crease for the Public Law 480 program, and a 58-percent in-
crease for the Dairy Export Incentive Program.

These items are recommended for priority consideration in this
function, within the overall framework of the across-the-board per-
centage reduction assumed in the budget resolution. Notwith-
standing the recommended level for Function 350, the budget reso-
lution provides a lump sum for discretionary spending to the Ap-
propriations Committee, which makes allocations to its subcommit-
tees based on its priorities. Therefore, the aggregate funding levels
in this function may increase or decrease depending on how com-
mittees determine the savings.
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FUNCTION 370: COMMERCE AND HOUSING CREDIT

FUNCTION 370: COMMERCE AND HOUSING CREDIT

[On-budget amounts in billions of dollars]

2003 2004 2005 2006 2007 2008 2004-2013

Total Spending:
Budget Authority ........cccornees 8.8 74 8.6 8.1 9.2 8.6 86.7
OULIAYS oo 59 3.6 41 3.1 34 2.4 26.5
Discretionary Spending:
Budget Authority ... 0.2 —05 -0.2 —0.5 0.6 0.9 7.1
OULIAYS oo 0.1 0.1 —03 —0.6 0.5 0.7 6.7
Mandatory Spending:
Budget Authority ... 8.7 7.9 8.9 8.6 8.6 1.7 79.6
OULIAYS oo 58 34 44 3.7 2.8 1.6 19.8

FUNCTION SUMMARY

Function 370 includes four components: mortgage credit (usually
negative BA because receipts tend to exceed the losses from de-
faulted mortgages); the Postal Service (mostly off budget); deposit
insurance (negligible spending due to reserve supporting fees, etc.);
and other advancement of commerce (the majority of the discre-
tionary and mandatory spending in this function).

The mortgage credit component of this function includes housing
assistance through the Federal Housing Administration [FHA], the
Federal National Mortgage Association [Fannie Mae], the Federal
Home Loan Mortgage Corporation [Freddie Mac], the Government
National Mortgage Association [Ginnie Mae], and rural housing
programs of the Department of Agriculture. The function also in-
cludes net postal service spending and spending for deposit insur-
ance activities of banks, thrifts, and credit unions. Finally, most,
but not all, of the Commerce Department is provided for in this
function including the International Trade Administration, Bureau
of Economic Analysis, Patent and Trademark Office [PTO], Na-
tional Institute of Standards and Technology, National Tele-
communications and Information Administration, and the Bureau
of the Census; as well as independent agencies such as the Securi-
ties and Exchange Commission [SEC], the Commodity Futures
Trading Commission, the Federal Trade Commission, the Federal
Communications Commission [FCC], and the majority of the Small
Business Administration [SBA].

More than two-thirds of the spending in Function 370 is out of
the FCC’s Universal Service Fund. (This fund receives the receipts
accounted for as revenue that certain telecommunications operators
derive from charges on their consumers and customers to promote
service to low-income users and high-cost areas, as well as new
services).

The average annual increase in on-budget BA over the past 5
years (1998-2003) for Function 370 is 2 percent. Off-budget BA is
down $7.5 billion for the same 5 years and negative in 2003 for the
off-budget Postal Service due to receipts exceeding costs.
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SUMMARY OF COMMITTEE-REPORTED RESOLUTION

The resolution calls for $7.4 billion on-budget in BA and $3.6 bil-
lion in on-budget outlays in fiscal year 2004, a decline of 16 percent
in BA compared with fiscal year 2003. The function totals are $42.0
billion in BA and $16.5 billion in outlays over 5 years, and $86.7
billion in BA and $26.5 in outlays over 10 years. However, when
the “off-budget” U.S. Postal Service component is included (assum-
ing the proposal regarding reduced Postal Service retirement pay-
ments to the Treasury—see Function 950), Function 370 actually
goes up $2 billion in the aggregate, from $5.2 billion in 2003 to $7.2
billion in 2004, a 38-percent increase.

For fiscal year 2004 discretionary spending, the resolution calls
for approximately —$0.5 billion in BA and $0.1 billion in outlays.
Discretionary funding is negative due to various receipts and off-
sets being accounted for here, including for FHA mortgage insur-
ance and excess SEC and PTO fees. These off-setting collections ex-
ceed the total costs of the Commerce Department, SBA, and other
independent agencies.

Mandatory on-budget spending in this function under the resolu-
tion is $7.9 billion in BA and $3.4 billion in outlays in fiscal year
2004; $41.7 billion in BA and $16.0 billion in outlays over 5 years,
and $79.6 billion in BA and $19.8 billion in outlays over 10 years.
Over the 2004-2008 period, mandatory on-budget spending de-
clines by $1.0 billion. The mandatory spending is all at current law
levels, the majority of which is out of the Universal Service Fund
for telecommunications service subsidies to schools, libraries,
health care providers, high-cost areas and low-income consumers.

DEPARTMENT OF HOMELAND SECURITY

A portion of funding in this function goes toward activities of the
new Department of Homeland Security. Please see the separate
section on the Department in this report.

OTHER PRIORITIES

The resolution assumes other funding for homeland security pur-
poses of the Commerce Department, including: $83.9 million for the
Bureau of Industry and Security to inhibit the global spread of
dual-use technologies that could be used in biological, chemical,
and nuclear weapons of mass destruction, (formerly the Bureau of
Export Administration); $10.3 million for the National Institute of
Standards and Technology; and $3.7 million for the International
Trade Administration.

Discretionary spending

The SEC can be increased to hire more accountants, attorneys,
and examiners to protect investors, root out fraud, and combat cor-
porate wrongdoing. Other activities authorized under the Oxley-
Sarbanes Act, including the Public Company Accounting Oversight
Board and for a standards setting body, can be fully provided for
in this function as well. Funds for Census Bureau needs and plan-
ning toward re-engineering the 2010 decennial population count
are also assumed. SBA can make available almost $21 billion in
non-disaster small business loans, $5.5 billion more than today,
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under this resolution. (SBA disaster loans are accounted for in
Function 450, Regional and Community Development).

Mandatory spending

The resolution assumes the following mandatory spending poli-
cies: Reduction of the Postal Service’s contributions to the Civil
Service trust fund, Merger of the Bank Insurance Fund and the
Savings Association Insurance Fund, which will reduce premium
payments collected by the combined fund, and legislation to pay in-
terest on bank deposits with the Federal Reserve, known as sterile
reserves. The resolution also assumes enactment of legislation pro-
viding regulatory relief to certain financial services companies
which gives them new investment, lending and ownership options.

These items are recommended for priority consideration in this
function, within the overall framework of the across-the-board per-
centage reduction assumed in the budget resolution. Notwith-
standing the recommended level for this function, the budget reso-
lution provides a lump sum for discretionary spending to the Ap-
propriations Committee, which makes allocations to its subcommit-
tees based on its priorities.



53
FUNCTION 400: TRANSPORTATION

FUNCTION 400: TRANSPORTATION

[In billions of dollars]

2003 2004 2005 2006 2007 2008 2004-2013

Total Spending:

Budget Authority 64.1 65.4 65.8 66.7 67.7 68.6 698.4

Outlays .......... 67.8 738 69.9 68.4 68.3 68.7 7124
Discretionary Spendi

Budget Authority . 22.6 22.2 22.1 22.5 23.0 23.6 242.7

OULIAYS oo 65.2 71.6 67.7 66.4 66.4 66.8 692.74
Mandatory Spending:

Budget Authority ...........ccoooun... 41.5 43.2 43.6 44.1 4.7 45.1 455.7

[0TSR 2.1 2.2 2.1 2.0 19 19 19.7

FUNCTION SUMMARY

This function funds all major Federal transportation modes and
programs including the Transportation Security Administration;
the Federal Highway Administration; the Federal Transit Adminis-
tration; the National Rail Passenger Corporation [Amtrak]; high-
way, motor carrier and rail safety programs; the Federal Aviation
Administration; the aeronautical activities of the National Aero-
nautics and Space Administration [NASA]; the Coast Guard; the
Maritime Administration; and other transportation support activi-
ties.

Spending in Function 400 grew from $45.3 billion in BA in fiscal
year 1998 to $64.1 billion in BA in fiscal year 2003. BA for Trans-
portation is 3.0 percent of total Federal BA, above the recent his-
torical low of 2.3 percent in 1996. Transportation BA was about 3.1
percent of the Federal budget in 1983, and 2.7 percent in 1993.

SUMMARY OF COMMITTEE-REPORTED RESOLUTION

The resolution calls for $65.4 billion in BA and $73.8 billion in
outlays in fiscal year 2004, an increase of 2.1 percent in BA com-
pared with fiscal year 2003. The function totals are $334.2 billion
in BA and $349.1 billion in outlays over 5 years, and $698.4 billion
in BA and $712.4 billion in outlays over 10 years.

For fiscal year 2004 discretionary spending, the resolution calls
for $22.2 billion in BA and $71.6 billion in outlays. The resolution
calls for $113.5 billion in BA and $338.9 billion in outlays over 5
years, and $242.7 billion in BA and $692.74 billion in outlays over
10 years.

Mandatory spending in this function is $43.2 billion in BA and
$2.2 billion in outlays in fiscal year 2004; and $220.8 billion in BA
and $10.2 billion in outlays over 5 years; and $455.7 billion in BA
and $19.7 billion in outlays over 10 years.

DEPARTMENT OF HOMELAND SECURITY

A portion of funding in this function goes toward activities of the
new Department of Homeland Security. Please see the separate
section on the Department in this report.
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HIGHWAY TRUST FUND

The resolution provides $39.2 billion in BA from the Highway
Trust Fund for highway, highway safety, and transit programs.
The resolution is $3.7 billion over and above the estimated receipts
of the Highway Trust Fund, and spends down the existing balance
of the Trust Fund. The resolution also assumes the transfer of the
receipts from the 2.5-cent gasohol deficit reduction tax from the
General Fund to the Highway Trust Fund, increasing receipts by
almost $700 million per year. The budget resolution creates a con-
tingency procedure to permit the Transportation and Infrastructure
Committee to increase spending above the level in the budget reso-
lution on highways, highway safety, and transit in the surface
transportation reauthorization bill it will consider later this year,
should additional resources be made available to the Highway
Trust Fund.

OTHER PRIORITIES

The budget resolution recommends $14.0 billion for the Federal
Aviation Administration, an increase of $425 million over fiscal
year 2003 (not including emergency supplemental funding).

These funding levels will support other important transportation
objectives, consistent with the president’s recommendations, includ-
ing:
¢ Increased Funding for Passenger Rail. The budget resolution rec-

ommends $900 million for the National Passenger Railroad Cor-

poration [Amtrak] for operations, maintenance, and capital im-

provements.

» Transportation for the Disabled. The budget resolution assumes
the President’s initiative to provide $145 million to the Federal
Transit Administration to expand transportation opportunities
for individuals with disabilities through the New Freedom Initia-
tive.

These items are recommended for priority consideration in this
function, within the overall framework of the across-the-board per-
centage reduction assumed in the budget resolution. Notwith-
standing the recommended level for this function, the budget reso-
lution provides a lump sum for discretionary spending to the Ap-
propriations Committee, which makes allocations to its subcommit-
tees based on its priorities. Therefore, the aggregate funding levels
in this function may increase or decrease depending on how com-
mittees determine the savings.
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FUNCTION 450: COMMUNITY AND REGIONAL
DEVELOPMENT

FUNCTION 450: COMMUNITY AND REGIONAL DEVELOPMENT

[In billions of dollars]

2003 2004 2005 2006 2007 2008 2004-2013

Total Spending:
Budget Authority ........cc.co.e.... 12.3 14.1 14.4 14.6 15.0 15.4 155.8
OULIAYS oo 16.0 15.9 16.0 15.1 14.9 14.5 154.1
Discretionary Spending:
i 11.7 13.9 14.2 145 14.8 15.3 155.0
16.1 16.0 16.1 15.3 15.1 14.8 156.7

Mandatory Spendin
Budget Authority ........cocorneens 0.5 0.2 0.1 0.1 0.1 0.0 0.8
OULIAYS oo -0.1 -0.1 —01 —0.2 —0.2 —03 —26

FUNCTION SUMMARY

Function 450 includes programs that provide Federal funding for
economic and community development in both urban and rural
areas, including: Community Development Block Grants [CDBGs];
the non-power activities of the Tennessee Valley Authority; the
non-roads activities of the Appalachian Regional Commission; the
Economic Development Administration [EDA]; and partial funding
for the Bureau of Indian Affairs. Funding for disaster relief and in-
surance—including the Federal Emergency Management Agency
[FEMA], now part of the new Department of Homeland Security—
also appear here.

The resolution proposes $14.1 billion in BA and $15.9 billion in
outlays for fiscal year 2004 for this function. This represents an in-
crease of 15.4 percent in BA and a decline of 0.4 percent in outlays
from the fiscal year 2003 level. Over the period 1998-2003, spend-
ing will have increased an average annual increase of 2.9 percent.
The decline in outlays results from the one-time emergency funding
for FEMA, and CDBGs that went for recovery efforts in New York
after the terrorist attacks of September 11, 2001. Outlays exceed
BA in 2004 because one-time fiscal year 2002 emergency spending
in FEMA for recovery from the terrorist attacks of 11 September
2001, and because of CDBG funds still in the pipeline. Outlays de-
cline relative to fiscal year 2003, also because of the end of one-
time spending increases in the function, which resulted from the 11
September attacks.

SUMMARY OF COMMITTEE-REPORTED RESOLUTION

The resolution calls for $14.1 billion in BA and $15.9 billion in
outlays in fiscal year 2004, an increase of 15.4 percent in BA com-
pared with fiscal year 2003. The function totals are $73.5 billion in
BA and $76.5 billion in outlays over 5 years, and $155.8 billion in
BA and $154.1 billion in outlays over 10 years.

For fiscal year 2004 discretionary spending, the resolution pro-
vides $13.9 billion in BA and $16.0 billion in outlays. It calls for
$72.8 billion in BA and $77.3 billion in outlays over 5 years, and
$155.0 billion in BA and $156.7 billion in outlays over 10 years.
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Mandatory spending in this function is $0.2 billion in BA and
—$0.1 billion in outlays in fiscal year 2004; $0.6 billion in BA and
—$0.9 billion in outlays over 5 years; and $0.8 billion in BA and
—$2.6 billion in outlays over 10 years.

DEPARTMENT OF HOMELAND SECURITY

A portion of funding in this function goes toward activities of the
new Department of Homeland Security. Please see the separate
section on the Department in this report.

OTHER PRIORITIES

Discretionary spending

The resolution accommodates spending $4.7 billion on CDBGs.
These grants provide annual grants to more than 1,000 eligible cit-
ies, counties, and States to fund activities aimed at “the develop-
ment of viable urban communities.”

Flood Insurance Mapping funding is assumed to increase to com-
plete updating of flood maps. The resolution contains $200 million,
identical to last year’s administration request, to continue replac-
ing the Nation’s flood insurance rate maps, many of which are out
of date and inaccurate.

The resolution assumes nearly $1.5 billion for Rural Wastewater
Loans and Grants, which have demonstrated effectiveness at in-
creasing the number of small rural communities with safe drinking
water and modern sewer systems. This is the same as the adminis-
tration’s 2003 request.

Mandatory spending

The resolution makes no specific mandatory assumptions in this
function.

These items are recommended for priority consideration in this
function, within the overall framework of the across-the-board per-
centage reduction assumed in the budget resolution. Notwith-
standing the recommended level for this function, the budget reso-
lution provides a lump sum for discretionary spending to the Ap-
propriations Committee, which makes allocations to its subcommit-
tees based on its priorities. Therefore, the aggregate funding levels
in this function may increase or decrease depending on how com-
mittees determine the savings.
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FUNCTION 500: EDUCATION, TRAINING, EMPLOYMENT,
AND SOCIAL SERVICES

FUNCTION 500: EDUCATION, TRAINING, EMPLOYMENT, AND SOCIAL SERVICES

[In billions of dollars]

2003 2004 2005 2006 2007 2008 2004-2013

Total Spending:
Budget Authority ... 86.2 84.7 84.4 86.7 88.6 90.8 914.5
OULIAYS oo 81.3 85.7 83.6 84.6 86.4 88.3 898.5
Discretionary Spending:
Budget Authority ...........ccooo..... 72.9 75.4 74.2 75.8 77.5 79.4 802.0
[OTTaE:) A —— 72.0 74.2 73.1 744 75.9 71.7 789.1
Mandatory Spending:
Budget Authority .
Outlays

133 9.4 10.2 10.9 11.2 11.4 112.4
9.4 115 10.5 10.2 10.5 10.7 109.4

FUNCTION SUMMARY

Function 500 consists of Education, Training and Social Service
programs. Education spending consumes two-thirds of the function
total, including elementary and secondary education services, high-
er education aid, and research and general education aids—the lat-
ter category incorporating funding for arts, humanities, museums,
libraries and public broadcasting. Job training and other Labor De-
partment activities are located in this function, as are social serv-
ices including the Social Services Block Grant, vocational rehabili-
tation, and national service.

Function 500 BA rose from $56.7 billion in 1998 to $86.2 billion
in 2003, a 9-percent average annual growth rate. During the same
time period, outlays rose from $50.5 billion to $81.3 billion, a 10
percent average annual growth rate. The largest component of this
was the budget of the Department of Education, whose BA grew
from $35.5 billion in 1998 to $61 billion in 2003, an 11-percent av-
erage annual increase.

SUMMARY OF COMMITTEE-REPORTED RESOLUTION

Total BA and mandatory BA in this function decline between
2003 and 2004 chiefly for these two reasons: a $4.6 billion upward
reestimate by CBO of the cost of the outstanding direct student
loan portfolio (the entire sum is recorded as new BA in 2003); and
the addition of $3.6 billion in BA in 2003 to reflect the resolution’s
reconciliation instructions to the Committee on Education and the
Workforce establishing new Personal Re-employment Accounts
[PRAs] for unemployed workers.

The resolution calls for $84.7 billion in BA and $85.7 billion in
outlays in fiscal year 2004. The function totals are $435.2 billion
in BA and $428.7 billion in outlays over 5 years, and $914.5 billion
in BA and $898.5 billion in outlays over 10 years.

Discretionary spending in this function is $75.4 billion in BA and
$74.2 billion in outlays in fiscal year 2004. This is an increase of
$2.5 billion in BA and $2.2 billion in outlays over fiscal year 2003.
Discretionary spending totals $382.2 billion in BA and $375.2 bil-
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lion in outlays over 5 years, and $802 billion in BA and $789.1 bil-
lion in outlays over 10 years.

Mandatory spending in this function is $9.4 billion in BA and
$11.5 billion in outlays in fiscal year 2004. This is a reduction of
$3.9 billion in BA and an increase of $2.1 billion in outlays from
fiscal year 2003. Mandatory spending totals $53 billion in BA and
$53.4 billion in outlays over 5 years, and $112.4 billion in BA and
$109.4 in outlays over 10 years.

Key items assumed or accommodated by the resolution levels in-
clude:

Discretionary spending

* No Child Left Behind. The resolution accommodates an increase
of at least $666 million, to $12.35 billion, for Title I grants to
low-income school districts. These grant funds are intended to
help schools in high-poverty communities meet the accountability
standards established in the No Child Left Behind [NCLB] Act
of 2001. Funding at the assumed level would result in a 10 per-
cent average annual growth rate for Title I since 1999. The reso-
lution accommodates $1.15 billion, an $82-million increase, for
the reading education programs that are central to NCLB. Fund-
ing at the assumed level would result in a 33-percent average an-
nual growth rate for reading spending since 1999. The resolution
also accommodates $2.85 billion for Teacher Quality State
Grants. Funding at the assumed level would result in a 13-per-
cent average annual growth rate in teacher quality spending
since 1999.

o Pell Grants. The resolution assumes at least $12.7 billion would
go toward the Pell Grant program for low-income undergraduate
students, a $1.34-billion increase from 2003. This is one of the
largest programmatic increases assumed in the entire resolution.
It would fund awards for nearly 5 million students—almost 1
million more than when President Bush took office. The resolu-
tion also assumes the President’s proposal to allow the Depart-
ment of Education to match reported income data of Pell appli-
cants with data from the Internal Revenue Service, eliminating
under-awards and over-awards, while producing savings to pay
down the Pell shortfall. Funding for Pell at the assumed level
would result in a 11 percent average annual growth rate since
1999.

* Special Education. Special education remains a top congressional
priority. The resolution assumes an increase of at least $660 mil-
lion for Individuals with Disabilities Education Act [IDEA] Part
B Grants to States, to continue progress toward full funding of
the authorized maximum level of 40 percent of the national aver-
age per pupil expenditure for schoolchildren, thus reducing the
burden on States. This year’s scheduled reauthorization of IDEA
could also alleviate the burden on States by reducing over-identi-
fication and unnecessarily burdensome legal requirements. Fund-
ing at the assumed level would result in a 17-percent average an-
nual growth rate in special education spending since 1999.
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Impact Aid. The resolution assumes an increase of $50 million
for the Impact Aid program, to ensure that school districts ac-
cepting children of military personnel are appropriately com-
pensated, and to help ensure that these children are not left be-
hind academically.

School Choice and Flexibility. The resolution accommodates in-
creased funding for programs encouraging school choice. The as-
sumptions include a $21-million increase in Charter School
grants and a $75-million increase in the Credit Enhancement for
Charter Schools Facilities program. The resolution also assumes
the creation of new, $75 million Choice Incentive Fund that en-
courages both public and private choice, while reserving a portion
of program funds to encourage school choice in the District of Co-
lumbia.

Mandatory spending

New Re-employment Accounts. The resolution includes reconcili-
ation instructions to the Committee on Education and the Work-
force to create re-employment accounts as a temporary new ben-
efit. As recommended in the President’s economic growth pro-
posal, $3.6 billion in BA is provided in 2003 for the establish-
ment of these accounts. These funds would enable the States to
establish accounts containing up to $3,000 for approximately 1.2
million unemployed individuals. Account funds could be used to
purchase training, child care, or other services to help enable job-
seekers to rejoin the workforce. Those individuals who become re-
employed within 13 weeks would be eligible to keep the remain-
ing balance in their account.

These items are recommended for priority consideration in this

function, within the overall framework of the across-the-board per-
centage reduction assumed in the budget resolution. Notwith-
standing the recommended level for this function, the budget reso-
lution provides a lump sum for discretionary spending to the Ap-
propriations Committee, which makes allocations to its subcommit-
tees based on its priorities. Therefore, the aggregate funding levels
in this function may increase or decrease depending on how com-
mittees determine the savings.
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FUNCTION 550: HEALTH

FUNCTION 550: HEALTH

[In billions of dollars]

2003 2004 2005 2006 2007 2008 2004-2013

Total Spending:

Budget Authority ........cccornees 221.9 235.0 243.6 265.3 284.1 303.5 3,193.7

OULIAYS oo 218.0 235.4 248.3 264.8 283.2 302.4 3,184.8
Discretionary Spending:

Budget Authority ... 49.5 48.1 49.1 50.2 51.3 52.6 533.9

OULIAYS oo 443 47.1 48.2 49.1 50.2 51.1 520.1
Mandatory Spending:

Budget Authority ... 1724 187.0 199.5 215.1 232.8 250.9 2,659.8

OULIAYS oo 1737 188.3 200.0 215.7 233.0 251.3 2,664.7

FUNCTION SUMMARY

The Health function consists of health care services, including
Medicaid, the Nation’s major program covering medical and long-
term care costs for low-income persons; the State Children’s Health
Insurance Program [SCHIP], health research and training, includ-
ing NIH and substance abuse prevention and treatment; and con-
sumer and occupational health and safety, including the Occupa-
tional Safety and Health Administration. Medicaid represents
about 71 percent of the spending in this function.

Over the period 1998-2003, total BA in Function 550 rose from
$135.1 billion to $221.9 billion, a 10.4-percent average annual in-
crease. The largest component of this growth was Medicaid, which
increased from $101.2 billion to $147.5 billion. Even this increase
represents a moderation of Medicaid growth compared with the
early 1990s, when Medicaid spending more than doubled between
1990 and 1995.

SUMMARY OF COMMITTEE-REPORTED RESOLUTION

The resolution calls for $235 billion in BA and $235.4 billion in
outlays in fiscal year 2004, an increase of 5.9 percent in BA com-
pared with fiscal year 2003. The function totals are $1.3 trillion in
BA and $1.3 trillion in outlays over 5 years, and $3.2 trillion in BA
and $3.2 trillion in outlays over 10 years.

For fiscal year 2004 discretionary spending, the resolution pro-
vides for $48.1 billion in BA and $47.1 billion in outlays. It calls
for $251.2 billion in BA and $245.7 billion in outlays over 5 years,
and $533.9 billion in BA and $520.1 billion in outlays over 10
years.

Mandatory spending in this function is $187.0 billion in BA and
$188.3 billion in outlays in fiscal year 2004; $1.1 trillion in BA and
$1.1 trillion in outlays over 5 years; and $2.7 trillion in BA and
$2.7 trillion in outlays over 10 years. Over the 2004—-2013 period,
mandatory spending grows by $176.9 billion.
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DEPARTMENT OF HOMELAND SECURITY

A portion of funding in this function goes toward activities of the
new Department of Homeland Security. Please see the separate
section on the Department in this report.

OTHER PRIORITIES

Discretionary spending

The Department of Health and Human Services [HHS] plays a
lead role in addressing bio-terrorism—a critical part of the budget’s
effort to enhance homeland security. Four key HHS components
participate in homeland bio-terrorism security: the Centers for Dis-
ease Control and Prevention [CDC], the Food and Drug Adminis-
tration [FDA], the Health Resources and Services Administration
[HRSA], and the National Institutes of Health [NIH]. In fiscal year
2004, total spending for HHS’s bio-terrorism efforts would be $3.6
billion. These funding levels will support critical bio-defense secu-
rity initiatives, consistent with the President’s recommendations.

The NIH has been a priority for Congress during the past several
years. Consequently, funding for the Institutes has been boosted
from $13.6 billion in fiscal year 1998 to $27.2 billion in fiscal year
2003. The budget assumes that by fiscal year 2004, NIH funding
will have more than doubled over the 1998 level, to $27.9 billion.

Mandatory spending

The resolution provides for Medicaid reform to give States great-
er flexibility and to provide health insurance coverage for new pop-
ulations. The budget establishes a reserve fund of $3.25 billion in
fiscal year 2004 and $8.9 billion over 5 years for Medicaid reform.
Over 10 years budget neutrality would be achieved.

Currently, about one-third of Medicaid recipients are not re-
quired by Federal Medicaid law to be covered under a State’s Med-
icaid plan. These optional categories of recipients are covered at
the discretion of the States. The committee of jurisdiction may give
the States flexibility to redesign benefits, co-payments, premiums
and other items that in the past would have required them to ob-
tain a waiver from HHS. More of the Nation’s uninsured could be
covered under the reform proposal, especially adults without chil-
dren.

Other Medicaid policies include assumptions that expiring fiscal
year 2000 State Children’s Health Insurance Program funds will be
extended for 1 year, that Transitional Medicaid Assistance and the
Qualifying Individuals programs [QI-1] are extended for 5 years,
and that the Vaccines for Children program will be modified to
allow health departments to give vaccines.

The resolution also assumes enactment of abstinence education
legislation and assumes States will have the option to expand Med-
icaid coverage for children with special needs, allowing families of
disabled children the opportunity to purchase coverage under the
Medicaid program for such children.

These items are recommended for priority consideration in this
function, within the overall framework of the across-the-board per-
centage reduction assumed in the budget resolution. Notwith-
standing the recommended level for this function, the budget reso-
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lution provides a lump sum for discretionary spending to the Ap-
propriations Committee, which makes allocations to its subcommit-
tees based on its priorities. Therefore, the aggregate funding levels
in this function may increase or decrease depending on how com-
mittees determine the savings.
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FUNCTION 570: MEDICARE

FUNCTION 570: MEDICARE

[In billions of dollars]

2003 2004 2005 2006 2007 2008 2004-2013

Total Spending:
Budget Authority .......ccocoerieees 248.6 261.3 275.5 3124 332.0 352.4 3,663.0

OULIAYS woovveereerrreereenssereeennns 248.4 261.6 2784 309.3 3323 352.3 3,663.1
Discretionary Spending:

Budget Authority 3.8 3.6 3.7 3.8 39 4.0 42.5

Outlays .......... 38 37 3.7 38 3.9 4.0 424

Mandatory Spending:
Budget Authority . 244.8 257.7 271.8 308.7 328.1 348.4 3,620.5
OULIAYS oo 244.6 258.0 2147 305.5 328.4 348.3 3,620.7

FUNCTION SUMMARY

This budget function reflects the Medicare Part A Hospital Insur-
ance [HI] Program, Part B Supplementary Medical Insurance
[SMI] Program, and premiums paid by qualified aged and disabled
beneficiaries. It also includes the “Medicare+Choice” Program,
which covers Part A and Part B benefits and allows beneficiaries
to choose certain private health insurance plans. Medicare+Choice
plans may include health maintenance organizations, preferred
provider organizations, provider-sponsored organizations, and pri-
vate fee-for-service plans. In addition to covering all Medicare-cov-
ered services, such plans may add benefits or reduce cost-sharing
required by the traditional Medicare program.

Over the period 1998-2003, total BA in Function 570 rose from
$193.7 billion to $248.6 billion, a 5.1 percent average annual in-
crease over the period. Medicare actually experienced a decrease in
spending from 1998 to 1999, although that slowdown was in con-
trast to the first half of the 1990s when Medicare spending experi-
enced approximately 13 percent average annual growth rates.

SUMMARY OF COMMITTEE-REPORTED RESOLUTION

The resolution calls for $261.3 billion in BA and $261.6 billion
in outlays in fiscal year 2004, an increase of 5.1 percent in BA com-
pared with fiscal year 2003. The function totals are $1.5 trillion in
BA and $1.5 trillion in outlays over 5 years and $3.7 trillion in BA
and $3.7 trillion in outlays over 10 years. Over the 2004—2013 pe-
riod, Medicare spending grows by 7 percent annually.

For fiscal year 2004 discretionary spending, the resolution calls
for $3.6 billion in BA and $3.7 billion in outlays. This is a decrease
of $0.2 billion in BA and $0.1 billion in outlays from fiscal year
2003. Discretionary spending totals $19.0 billion in BA and $19.1
billion in outlays over 5 years, and $42.5 billion in BA and $42.4
billion in outlays over 10 years.

For fiscal year 2004 mandatory spending, the resolution calls for
$257.7 billion in BA and $258.0 billion in outlays. This is an in-
crease of $12.9 billion in BA and $13.3 in outlays from fiscal year
2003. Mandatory spending totals $1.5 trillion in BA and $1.5 tril-
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lion in outlays over 5 years and $3.6 trillion in BA and $3.6 trillion
in outlays over 10 years.

MEDICARE MODERNIZATION AND PRESCRIPTION DRUG BENEFIT

This function allocates $400 billion over 10 years for Medicare
modernization and a prescription drug benefit. This is equal to the
amount the President proposed in his fiscal year 2004 budget. It
is also in addition to the $54 billion increase in Medicare spending
in the Fiscal Year 2003 Omnibus Appropriations bill.

The $400-billion amount is rolled into the 1-percent across-the-
board reconciliation instructions for the Energy and Commerce and
Ways and Means Committees. In other words, the instructions for
these committees reflects the net of the $400-billion addition for
Medicare and $372 billion in savings ($110.6 billion for Energy and
Commerce plus $261.8 billion for Ways and Means).

THE NEED FOR REFORM

The principal arguments for Medicare reform are the following:

Medicare’s Financial Liabilities. Medicare baseline growth will
average 6.5 percent annually over the next decade. According to
CBO, Medicare baseline spending is about $259.3 billion in fiscal
year 2004, and is projected to nearly double in the next 10 years,
to $464.8 billion in fiscal year 2013. The sources of spending
growth are primarily automatic payment updates in Medicare, and
increased caseload projections.

Taking the entire Medicare program together, including Parts A
and B, dedicated Medicare revenues (i.e. payroll taxes, Social Secu-
rity benefit taxes, premiums) fall far short of covering total Medi-
care costs—notwithstanding the Part A surplus. Even today, Medi-
care’s dedicated revenues are lower than expenditures for the pro-
gram as a whole. As a result, Medicare is increasingly relying on
general Federal revenue. The Medicare Trustees project that Medi-
care expenditures as a percentage of GDP will nearly quadruple,
from 2.4 percent now to 8.5 percent in 2076. At the same time,
dedicated revenues will only grow from 1.9 percent of GDP cur-
rently to 2.5 percent in 2076. The President’s budget says Medicare
has a $13.3-trillion shortfall, as measured by the present dis-
counted value of the program’s future benefits net of future income
over the next 75 years. Taken together, Medicare, Social Security,
and Medicaid are projected to eventually consume virtually all Fed-
eral revenue.

In addition to the financial liabilities facing the total Medicare
program, Medicare Part A is facing its own problems. Income dedi-
cated to the Hospital Insurance Program (i.e. Medicare Part A) cur-
rently exceeds its expenses. The excess cash is used to purchase
Government securities, which are credited to the HI Trust Fund (a
system analogous to the Social Security trust funds). According to
the Trustees’ latest report, payments out of the HI Trust Fund will
exceed its direct income in 2016 (or 2021 including interest). After
2021, the securities in the HI trust fund will have to be redeemed
to pay benefits. The cash to redeem these bonds can come from
only three places: from drawing funding away from other Federal
programs; from higher taxes; or from higher debt.
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In 2030, according to the Trustees current estimates, the HI
Trust Fund itself will have insufficient securities to pay benefits
obligated by Medicare. This is the date, therefore, at which the
trust fund will be considered insolvent. But as the discussion above
shows, by this time Medicare already will have become a severe
drain on the Federal budget.

Medicare’s Outmoded Benefit. Medicare was established in 1965
and has lagged behind private health coverage over the years.
Medicare’s outmoded benefit does not cover prescription drugs, pro-
vide consistent coverage for many preventive treatments, support
coordinated management of chronic diseases, or offer catastrophic
coverage.

Medicare Complexity. Recently, providers have testified at con-
gressional hearings regarding Medicare complexity. Among other
things, witnesses stated that regulations have become so complex
beneficiaries are being denied entitled services. In rural areas,
beneficiaries are not able to take advantage of programs intended
to help them because the procedures to receive such assistance re-
quires nearly the amount of work to apply for a NIH sponsored re-
search award. According to a February 2002 General Accounting
Office report: “[TThe complexity of the environment in which CMS
operates the Medicare program cannot be overstated.”
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FUNCTION 600: INCOME SECURITY

FUNCTION 600: INCOME SECURITY

[In billions of dollars)

2003 2004 2005 2006 2007 2008 2004-2013

Total Spending:
Budget Authority .........cccooeevv... 326.6 3159 326.5 3324 337.2 345.9 3,524.3

OULIAYS oo 334.4 321.6 329.9 334.9 339.2 347.1 3,543.0
Discretionary Spending:

Budget Authority .......ccoccrnees 44.0 444 452 46.2 46.3 46.5 476.7

OULIAYS oo 50.8 50.6 48.9 49.4 49.1 48.9 503.5

Mandatory Spending:
Budget Authority
Outlays

282.6 2715 281.2 286.3 290.9 299.4 3,047.6
283.6 271.0 280.9 285.5 290.1 298.2 3,039.5

FUNCTION SUMMARY

The Income Security function (Function 600) includes most of the
Federal Government’s income support programs. These include:
general retirement and disability insurance (excluding Social Secu-
rity)—mainly through the Pension Benefit Guaranty Corporation
[PBGC]—and benefits to railroad retirees. Other components are
Federal employee retirement and disability benefits (including mili-
tary retirees); unemployment compensation; low-income housing
assistance, including Section 8 housing; food and nutrition assist-
ance, including food stamps and school lunch subsidies; and other
income security programs.

This last category includes: Temporary Assistance to Needy Fam-
ilies [TANF], the Government’s principal welfare program; Supple-
mental Security Income [SSI]; spending for the refundable portion
of the Earned Income Credit [EIC]; and the Low Income Home En-
ergy Assistance Program [LIHEAP]. Agencies involved in these pro-
grams include the Departments of Agriculture, Health and Human
Services, Housing and Urban Development, the Social Security Ad-
ministration (for SSI), and the Office of Personnel Management (for
Federal retirement benefits).

Over the period 1998-2003, BA in the function has had an aver-
age annual increase of 6.4 percent. BA and outlays in the function
in fiscal year 2004 decline relative to fiscal year 2003 primarily be-
cause of the termination of the extended Federal Unemployment
Insurance Benefits in May of 2003. Additionally, the reauthoriza-
tion of the Contingency Fund in the TANF Program in fiscal year
2003 causes a one-time spike in BA and outlays during fiscal year
2003 relative to the remaining period for which the program is re-
authorized.

SUMMARY OF COMMITTEE-REPORTED RESOLUTION

The resolution calls for $315.9 billion in BA and $321.6 billion
in outlays in fiscal year 2004. The function totals are $1.7 trillion
in BA and $1.7 trillion in outlays over 5 years, and $3.5 trillion in
BA and $3.5 trillion in outlays over 10 years.

For fiscal year 2004 discretionary spending, the resolution calls
for $44.4 billion in BA and $50.6 billion in outlays. Discretionary
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levels are $228.7 billion in BA and $246.9 billion in outlays over
5 years, and $476.7 billion in BA and $503.5 billion in outlays over
10 years.

Mandatory spending in this function is $271.5 billion in BA and
$271.0 billion in outlays in fiscal year 2004; and $1.4 trillion in BA
and $1.4 trillion in outlays over 5 years, and $3 trillion in BA and
$3 trillion in outlays over 10 years. Over the 2004—2008 period,
mandatory spending grows by $27.9 billion. Over the 2004-2013
period, mandatory spending grows by $70.4 billion.

Discretionary spending

The resolution accommodates the President’s recommended $4.8
billion in BA for the Special Supplemental Feeding Program for
Women, Infants and Children [WIC]. This funding level should be
sufficient to serve all 7.8 million of the WIC-eligible population. In
the event that additional funding is necessary to meet this goal,
the resolution assumes a $150-million contingency fund to meet ad-
ditional unanticipated needs. The proposal for WIC includes a $5
million initiative to combat childhood obesity, and $20 million to
support breast feeding. Management initiatives include $5 million
for an evaluation of the program, and $30 million to improve State
management information systems.

The resolution allows for $2 billion in 2004 for LIHEAP. Of that
amount, $300 million would be reserved in an emergency contin-
gency fund which requires a Presidential declaration of an emer-
gency in order to be spent. If the assumed level is enacted by the
Appropriations Committee, total funding for LIHEAP would be
$212 million above the enacted level fiscal year 2003, including
prior year carryover funding.

Mandatory spending

The resolution accommodates $25.6 billion in BA for the Food
Stamp Program. Participation in the program is assumed to in-
crease 3 percent over fiscal year 2003. Last year’s farm bill in-
cluded a provision proposed by the administration to restore food
stamp eligibility to certain noncitizens made ineligible under the
welfare reform bill of 1996.

The resolution allows $11.8 billion in funding for child nutrition
programs such as the School Lunch and Breakfast program, Sum-
mer Feeding, and the Child and Adult Care Food Program. This
amount is sufficient to support anticipated participation levels and
food costs in these programs. These programs are scheduled for re-
authorization in 2004.

The budget resolution assumes that the TANF block grant, as
well as the related child care entitlement to States and other ele-
ments of the 1996 welfare reform law will be reauthorized during
fiscal year 2003 as passed by the House on 13 February 2003 in
the Personal Responsibility, Work, And Family Promotion Act of
2003. The funding levels provided for TANF reflect the relative sta-
bility of welfare caseloads, which increased only 1 percent despite
the economic downturn and increased unemployment levels.
Though poverty rates increased slightly between 2000 and 2001,
poverty is still near record lows for single-mother households and
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African-American families. More than 3 million children have left
poverty since the TANF program was enacted in 1996.

As part of that reauthorization process, the budget accommo-
dates an additional $2.4 billion in mandatory spending for these
programs over 5 years (2003-2008) above the baseline, which is
consistent with the new spending levels contained in the reauthor-
ization bill which passed the House in 2003. The resolution allows
for the enactment of an additional $1 billion over 5 years in new
mandatory child care funding which was included in the House bill.
The budget accommodates $17.6 billion for the TANF block grant
in 2004. This would maintain the funding level at $16.7 billion an-
nually for the block grant, or the level of the initial 6 years of the
TANF program. The overall TANF authorization level would be
slightly higher due to continuation of TANF supplemental grants,
and other minor changes.

The resolution allows for an additional $1 billion over 5 years
above current law for the mandatory child care entitlement to
States, consistent with the amount contained in the House-passed
reauthorization of TANF.

The resolution assumes $4.5 billion would go to assist States
with the administrative costs of enforcing court ordered child sup-
port. In fiscal year 2002, child support collections reached a record
level of $20 billion, including a record $1.6 billion in overdue child
support collected from Federal income tax refunds. The resolution
anticipates a number of changes proposed for the program as part
of the reathorization of TANF. These include providing incentives
to States to pass through more child support collections to custodial
parents currently on welfare, as well as a greater percentage of
child care arrearages collected on behalf of former welfare recipi-
ents. Also accommodated are proposals to increase the collection of
delinquent child support through tougher sanctions, and new
spending of $218 million to improve automated enforcement mech-
anisms such as database compilation and data matching.

The resolution also accommodates the President’s proposal to
offer States an optional block grant for foster care payments. The
resolution assumes $6.9 billion in 2004 for Foster Care and Adop-
tion Assistance, including the Independent Living program which
provides assistance to youths who are aging out of foster care. Of
the total, $5.0 billion is for the foster care program, which provides
maintenance payments to families caring for foster children.This
amount includes a $238-million increase from the 2003 level, and
is consistent with the President’s legislative proposal to increase
State flexibility in the program by offering foster care funding in
the form of an optional block grant. States that take advantage of
the block grant will obtain administrative simplification and great-
er flexibility to develop strategies to assist at-risk families and pre-
vent family breakup and deter child abuse and neglect before it oc-
curs.

The resolution assumes enactment of legislation to reduce pay-
ments made by the Postal Service to the Civil Service Retirement
and Disability Trust fund in response to evidence that the Postal
Service may soon be overfunding accruing retirement benefits for
its employees. This is due to higher than anticipated prior yields
on past pension investments.
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The resolution provides for $39.8 billion in Unemployment Insur-
ance Benefit payments in fiscal year 2004, a decline of $14 billion
relative to 2003. The decline results in part because extended Fed-
eral Unemployment Insurance benefits enacted on 8 January, 2003
will terminate 31 May, 2003, and because economic assumptions
assume a drop in the unemployment rate in 2004.

The resolution assumes reforms of the Federal Employees Com-
pensation Act [FECA], the workers compensation program for Fed-
eral employees, which will generate savings of $10 million in 2004
and $60 million over 5 years. Among the reforms are charging the
full cost of employee benefits to the employing agency to create in-
centives for agencies to provide safer workplaces, instituting a
waiting period before benefits are paid to discourage frivolous
claims, and paying slightly higher benefits to all claimants, while
eliminating the practice of providing higher benefit levels to em-
ployees with dependents versus those with no dependents, despite
identical injuries and wage losses. The proposal also will eliminate
the incentive for older FECA claimants to remain on the FECA
rolls once they reach retirement age by paying beneficiaries over
age 65 the equivalent benefit they would have received from their
Federal retirement program. This proposal would apply to new
claimants only, and holds harmless all current beneficiaries.

The resolution seeks to reduce erroneous overpayments in SSI by
accommodating $1.4 billion to conduct Continuing Disability Re-
views [CDRs] of SSI Disability recipients to ensure that they re-
main sufficiently disabled in order to remain eligible for benefits,
as well as non-disability redeterminations to verify that SSI recipi-
ents continue to have incomes and resources below the threshold
for program eligibility. Additionally, the administration proposes to
review up to 50 percent of new favorable SSI disability determina-
tions prior to initiating payments to increase payment accuracy.
The budget assumes savings of $194 million over 5 years from
these reviews.

The resolution assumes the outlay portions of refundable tax
credits contained in the President’s economic growth package of tax
incentives, together with the outlay effects of making refundable
tax credit policies of the 2001 tax cuts permanent. Outlays are as-
sumed for the Earned Income Tax Credit and the Child Tax Credit
under these provisions.

The resolution accommodates enactment of legislation to simplify
computation of annuities under the Civil Service Retirement Sys-
tem for part-time service. It also assumes enactment of H.R. 4069,
legislation providing for enhancement of Social Security benefits for
women. The resolution also assumes enactment of legislation simi-
lar to H.R. 3762 from the 107th Congress, which would make cer-
tain changes to laws governing pension plans regulated and in-
sured by the Pension Benefit Guaranty Corporation, and which
would alter premium payments made by firms with pensions plans
covered by the PBGC.

These items are recommended for priority consideration in this
function, within the overall framework of the across-the-board per-
centage reduction assumed in the budget resolution. Notwith-
standing the recommended level for this function, the budget reso-
lution provides a lump sum for discretionary spending to the Ap-
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propriations Committee, which makes allocations to its subcommit-
tees based on its priorities. Therefore, the aggregate funding levels
in this function may increase or decrease depending on how com-
mittees determine the savings.
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FUNCTION 650: SOCIAL SECURITY

FUNCTION 650: SOCIAL SECURITY

[In billions of dollars]

2003 2004 2005 2006 2007 2008 2004-2013

Total Spending:

Budget Authority 133 14.2 153 16.5 18.0 19.8 224.3

Outlays 13.3 14.2 153 16.5 18.0 19.8 224.3
Discretionary Spending:

Budget Authority .........cccooervnees 0.0 0.0 0.0 0.0 0.0 0.0 0.3

OULIYS oo 0.0 0.0 0.0 0.0 0.0 0.0 0.3
Mandatory Spending:

Budget Authority .........cccooenvnees 13.2 14.2 153 16.4 17.9 19.8 224.0

OULIAYS oo 13.2 14.2 15.3 16.4 17.9 19.8 224.0

FUNCTION SUMMARY

Function 650 consists of the Social Security Program, or Old Age,
Survivors, and Disability Insurance [OASDI]. Under provisions of
the Congressional Budget Act and the Budget Enforcement Act, So-
cial Security trust funds are “off budget.” Nevertheless, a small
portion of spending in Function 650—specifically a portion of the
budget for the Office of the Inspector General of the Social Security
Administration [SSA], the quinquennial adjustment for World War
IT veterans, and general fund transfers of taxes paid on Social Se-
curity benefits—are on budget.

SUMMARY OF COMMITTEE-REPORTED RESOLUTION

Total on-budget spending in the resolution is $14.2 billion in BA
for fiscal year 2004, an increase of $967 million from the 2003 re-
quest.
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FUNCTION 700: VETERANS BENEFITS AND SERVICES

FUNCTION 700: VETERANS BENEFITS AND SERVICES

[In billions of dollars]

2003 2004 2005 2006 2007 2008 2004-2013

Total Spending:
Budget Authority ........cccornees 57.6 60.7 65.8 64.0 62.3 65.7 670.4
OULIAYS oo 57.5 60.7 65.3 63.7 62.0 65.5 667.7
Discretionary Spending:
Budget Authority ... 26.5 273 21.7 28.2 28.6 29.2 3017
OULIAYS oo 26.9 275 27.6 28.0 28.5 29.1 300.5
Mandatory Spending:
Budget Authority ... 311 334 38.1 358 33.7 36.5 368.7
OULIAYS oo 30.6 332 37.7 35.7 335 36.4 367.2

FUNCTION SUMMARY

The Veterans Benefits and Services function includes funding for
the Department of Veterans Affairs [VA], which provides benefits
to veterans who meet various eligibility rules. Benefits range from
income security for veterans, principally disability compensation
and pensions; veterans education, training, and rehabilitation serv-
ices; hospital and medical care for veterans; and other veterans’
benefits and services, such as home loan guarantees. There are
about 25 million veterans, but over the next 20 years this number
will decline by one-third, to about 17 million.

Over the period 1998-2003, total BA in Function 700 rose from
$42.8 billion to $57.6 billion, excluding medical care receipts from
veterans, a 6.1-percent average annual increase. The largest com-

ponent of this growth was medical care, which increased from $17.9
billion to $23.6 billion.

SUMMARY OF COMMITTEE-REPORTED RESOLUTION

The resolution calls for $60.7 billion in BA and $60.7 billion in
outlays in fiscal year 2004, an increase of 5.4 percent in BA com-
pared with fiscal year 2003. The function totals are $318.5 billion
in BA and $317.3 billion in outlays over 5 years; and $670.4 billion
in BA and $667.7 billion in outlays over 10 years.

For fiscal year 2004 discretionary spending, the resolution calls
for $27.3 billion in BA and $27.5 billion in outlays. This is an in-
crease of $786 million in BA and $607 million in outlays over fiscal
year 2003. Discretionary levels are $141 billion in BA and $140.7
billion in outlays over 5 years, and $301.7 billion in BA and $300.5
billion in outlays over 10 years.

Mandatory spending in this function is $33.4 billion in BA and
$33.2 billion in outlays in fiscal year 2004; $177.5 billion in BA and
$176.6 billion in outlays over 5 years; and $368.7 billion in BA and
$367.2 billion in outlays over 10 years. Over the 2004-2013 period,
mandatory spending grows by $6.8 billion. (Mandatory spending in
the function declines because of fluctuations in the number of year-
ly benefit payments).
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Discretionary spending

The resolution assumes veterans medical care resources are re-
focused. The emphasis would be on treating veterans with military
disabilities, low-income or special needs. Currently, the VA assigns
veterans receiving medical care to one of eight priority levels. Vet-
erans with military disabilities, low-income or special needs are
given higher priority levels in line with VA’s core mission. Veterans
without these characteristics fall into the lowest priority levels
(Priority Levels 7 and 8). The committee believes that the budget
is sufficient to eliminate the long waits for VA medical care. The
resolution assumes faster turnaround by focusing care on those
who need it most.

The resolution seeks to guarantee that veterans’ disability claims
are processed accurately and quickly, meeting the timeliness goal
in claims processing set by Secretary Principi. It assumes funding
for a major expansion in cemeteries to prepare for increased burial
demands. The VA’s goal is to ensure compassionate and good serv-
ice, while searching for more efficient ways to meet increased bur-
ial demands.

Mandatory spending

The resolution assumes the expansions and revisions of manda-
tory benefits proposed by the administration’s fiscal year 2004
budget These include:

 Payment of full compensation to New Philippine Scouts and De-

pendency and Indemnity to Filipino veteran survivors residing in

the United States,

* Retroactivity for a second headstone and allowing States to re-
ceive a burial plot allowance for all veterans buried at no cost to
the veterans estate in State veterans cemeteries, and

» Allowing an alternate beneficiary to claim National Service Life
Insurance and Veterans Special Life Insurance proceeds.

In addition, it assumes, as recommended by the Veterans Affairs
Committee, continuation of Dependency and Indemnity Compensa-
tion for surviving spouses who remarry after age 55; an increase
in auto allowance from $9,000 to $11,000 for severely disabled vet-
erans; and accrued benefits for veteran’s survivors. These items are
recommended for priority consideration in this function, within the
overall framework of the across-the-board percentage reduction as-
sumed in the budget resolution. Notwithstanding the recommended
level for this function, the budget resolution provides a lump sum
for discretionary spending to the Appropriations Committee, which
makes allocations to its subcommittees based on its priorities.
Therefore, the aggregate funding levels in this function may in-
crease or decrease depending on how committees determine the
savings.
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FUNCTION 750: ADMINISTRATION OF JUSTICE

FUNCTION 750: ADMINISTRATION OF JUSTICE

[In billions of dollars]

2003 2004 2005 2006 2007 2008 2004-2013

Total Spending:
Budget Authority ........cccornees 38.5 37.3 37.7 37.6 38.0 389 400.5
OULIAYS oo 37.1 40.9 39.0 38.0 37.9 38.6 404.2
Discretionary Spending:
Budget Authority ... 36.3 333 35.6 36.4 37.2 383 390.2
OULIAYS oo 355 37.1 36.5 36.6 37.2 38.1 394.8
Mandatory Spending:
Budget Authority ... 23 4.0 2.1 1.2 0.7 0.6 10.3
OULIAYS oo 22 3.2 2.5 1.4 0.6 0.5 9.4

FUNCTION SUMMARY

Function 750 supports the majority of Federal justice and law en-
forcement programs and activities. This includes funding for the
Department of Justice [DOdJ], much of the newly formed Depart-
ment of Homeland Security [DHS], as well as the financial law en-
forcement activities of the Department of the Treasury, Federal
courts and prisons, and criminal justice assistance to State and
local governments.

Over the period 1998-2003, BA in the function has increased an
average of 8.2 percent. This percent increase largely reflects the
Federal Government’s initial response to the attacks of September
11, 2001, and its continued commitment to homeland security and
fighting terrorism. (Figures for fiscal year 2003 include $1.5 billion
for costs related to election reform grants for that same fiscal year.
Additional funding for election reform grants will appear in Func-
tion 800 beginning in fiscal year 2004).

SUMMARY OF COMMITTEE-REPORTED RESOLUTION

The resolution calls for $37.3 billion in BA and $40.9 billion in
outlays in fiscal year 2004. The function totals are $189.4 billion
in BA and $194.4 billion in outlays over 5 years; and $400.5 billion
in BA and $404.2 billion in outlays over 10 years.

For fiscal year 2004 discretionary spending, the resolution calls
for $33.3 billion in BA and $37.7 billion in outlays. It calls for
$180.8 billion in BA and $186.2 billion in outlays over 5 years, and
$390.2 billion in BA and $394.8 billion in outlays over 10 years.

Mandatory spending in this function is $4 billion in BA and $3.2
billion in outlays in fiscal year 2004; $8.6 billion in BA and $8.2
billion in outlays over 5 years; and $10.3 billion in BA and $9.4 bil-
lion in outlays over 10 years. Over the 2004-2008 period, manda-
tory spending declines by $3.4 billion; and over the 2004-2013 pe-
riod by $3.8 billion. The significant decline in mandatory spending
can primarily be attributed to the depletion of the September 11
Victim Compensation Fund by fiscal year 2007.
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DEPARTMENT OF HOMELAND SECURITY

A portion of funding in this function goes toward activities of the
new Department of Homeland Security. Please see the separate
section on the Department in this report.

DEPARTMENT OF JUSTICE

Discretionary spending

The resolution provides for $18.7 billion in discretionary funding
for the Department of Justice [DOJ], and thus allows for the hiring
of 2,170 new employees. The resolution further assumes additional
resources will go toward the traditional crime fighting mission of
the Department.

Along with increased support for FBI-led interagency task forces
intended to dismantle terrorist networks, the resolution also as-
sumes funding for a number of other initiatives intended to quickly
respond to any potential terrorist activity. These initiatives include:
$28 million for new agents and other staff specifically responsible
for investigating terrorist acts; $60 million for cyber crime inves-
tigations, including attacks against the nation’s critical infrastruc-
ture; $24 million for FBI response units, such as aviation support,
crisis response and hostage rescue/SWAT teams; $37 million to
support the FBI’s improved personnel, facility, and information se-
curity; $23 million for additional maximum security prison space to
house terrorist inmates; $2 million to assist the U.S. Attorneys in
counterterrorism prosecutions; and $2.5 million to increase training
for State and local law enforcement on the investigation and pros-
ecution of terrorist incidents.

The resolution assumes $4.2 billion for the Federal Bureau of In-
vestigation [FBI], or a $397 million increase, to hire some 1,911
new personnel, including 811 new intelligence analysts and surveil-
lance personnel.

The resolution assumes $1.6 billion for the Drug Enforcement
Administration [DEA]. The resolution also assumes the consolida-
tion of the Treasury, Coast Guard, and Justice Organized Crime
Drug Enforcement Task Forces within the DOJ.

Through the enactment of the Homeland Security Act of 2002
[HSA], all of the enforcement actions of the Bureau of Alcohol, To-
bacco and Firearms are being merged into DOJ, leaving only the
revenue collection arm in the Treasury Department. Consistent
with HSA, the resolution assumes $10 million for the national Ex-
plosives Licensing Center, which is responsible for reviewing and
acting on applications for all Federal explosives licenses and per-
mits. For fiscal year 2004, the resolution assumes $852 million for
BATFE.

The resolution assumes an additional $25 million for DOJ to ex-
pand their investigative and prosecutorial capacity to address cor-
porate fraud.

The resolution assumes $190 million for forensic DNA programs,
including $177 to assist State and local crime labs clear their back-
log of unanalyzed DNA samples and make technology improve-
ments. Additional funding of $13 million can also be invested in the
FBI’s national DNA database.
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The resolution assumes continued funding for Community Ori-
ented Policing Services [COPS]. The resolution assumes $164 mil-
lion for the continuation of the COPS grants program but, acknowl-
edging the completion of the original program mission to hire or re-
deploy 100,000 police officers by the year 2000 and the inconclu-
siveness of the program’s impact on crime, the resolution assumes
no additional funds for the COPS hiring grants. The resolution
does, however, allow for officer hiring through the Justice Assist-
ance Grant program funded around $600 million in the resolution.

The resolution assumes the merging of the Treasury Depart-
ment’s Treasury Forfeiture Fund into a single Asset Forfeiture
Fund within the DOJ.

DEPARTMENT OF THE TREASURY

The resolution supports Treasury Department anti-terrorism ef-
forts. The Treasury Department plays a crucial role in fighting the
war against terrorism by detecting, disrupting, dismantling and
blocking terrorist financing operations. Since September 2001, the
United States and our allies have blocked a total of $124 million
of terrorist-related assets worldwide. The following Treasury agen-
cies, funded in Function 750, are responsible for the success of
these operations:

e The Office of Foreign Assets Control [OFAC] is the directorate
behind dismantling terrorist financing. OFAC administers and
enforces economic and trade sanctions based on US foreign policy
and national security goals against targeted foreign countries,
terrorists, international narcotics traffickers, and those engaged
in activities related to the proliferation of weapons of mass de-
struction. OFAC acts under Presidential wartime and national
emergency powers, as well as authority granted by specific legis-
lation, to impose controls on transactions and freeze foreign as-
sets under U.S. jurisdiction. Many of the sanctions are based on
United Nations and other international mandates, are multilat-
eral in scope, and involve close cooperation with allied govern-
ments.

e As the primary tool in fighting the financial war against ter-
rorism, the Financial Crimes Enforcement Network [FinCEN]
has the unique role in linking the law enforcement and intel-
ligence communities with the financial industry to root out illegal
activities and schemes. The resolution assumes $58 million for
FinCEN to improve their information sharing capabilities.

e The Criminal Investigation Division [CID] of the Internal Rev-
enue Service [IRS] is well suited for fighting the financial war
against terrorism. With their expertise in gathering and ana-
lyzing complex financial information, and applying the evidence
to tax, money laundering, and Bank Secrecy Act violations, IRS
special agents are an ideal resource for fighting the financial war
on terrorism. Assisting IRS special agents, including joint efforts
with other agencies, the resolution assumes $4.0 billion ($476
million specifically for Function 750 and strictly Federal law en-
forcement activities) for them in fiscal year 2004.
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OTHER ASSUMPTIONS

Mandatory spending

Judgeships. The resolution assumes funding for the mandatory
costs associated with creating 62 new Federal judgeships and ex-
tending five existing bankruptcy judgeships. Additionally, the
resolution assumes $10 million in fiscal year 2004 for a cost of
living adjustment [COLA] for Federal judges, which was recently
made mandatory with the enactment of H.R. 16, A Bill to Au-
thorize Salary Adjustment for Justices and Judges of the United
States for fiscal year 2003 (Public Law 108-6).

These items are recommended for priority consideration in this

function, within the overall framework of the across-the-board per-
centage reduction assumed in the budget resolution. Notwith-
standing the recommended level for Function 750, the budget reso-
lution provides a lump sum for discretionary spending to the Ap-
propriations Committee, which makes allocations to its subcommit-
tees based on its priorities.
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FUNCTION 800: GENERAL GOVERNMENT

FUNCTION 800: GENERAL GOVERNMENT

[In billions of dollars]

2003 2004 2005 2006 2007 2008 2004-2013

Total Spending:
Budget Authority .......ccocoooreeees 18.2 19.8 20.0 19.7 20.0 19.8 206.1
OULIAYS oo 18.1 19.6 20.2 19.7 19.7 19.6 203.5

Discretionary Spending:

Budget Authority ...........ccoo...... 15.7 17.3 17.6 17.4 17.8 18.3 189.4
OULIAYS oooevercrieeeeeeeiens 15.6 16.9 17.9 17.5 17.6 17.9 186.6

Mandatory Spending:
Budget Authority
Outlays ........

2.5 2.5 2.4 2.3 2.2 15 16.6
2.5 2.7 2.3 2.2 2.1 16 16.9

FUNCTION SUMMARY

The General Government function consists of the activities of the
Legislative Branch; the Executive Office of the President; general
tax collection and fiscal operations of the Department of Treasury
(including the Internal Revenue Service [IRS]); the property and
personnel costs of the General Services Administration and the Of-
fice of Personnel Management; general purpose fiscal assistance to
States, localities, the District of Columbia, and U.S. territories; and
other general Government activities. The IRS accounts for about
half of the spending in this function

The average growth rate over the past 5 years (1998-2003) was
2.6-percent. BA for Function 800 has grown from $15.957 billion in
1998 to $18.178 billion in fiscal year 2003.

SUMMARY OF COMMITTEE-REPORTED RESOLUTION

The resolution calls for $19.8 billion in BA and $19.6 billion in
outlays in fiscal year 2004, an increase of 8 percent in BA com-
pared with fiscal year 2003. The function totals are $99.16 billion
in BA and $98.78 billion in outlays over 5 years, and $206.06 bil-
lion in BA and $203.517 billion in outlays over 10 years.

For fiscal year 2004 discretionary spending, the resolution calls
for $17.3 billion in BA and $16.9 billion in outlays. This is an in-
crease of approximately $1.6 billion in BA and $1.4 billion in out-
lays over fiscal year 2003. The resolution calls for $88.374 billion
in BA and $189.44 billion in outlays over 5 years, and $87.796 bil-
lion in BA and $186.618 billion in outlays over 10 years.

Mandatory spending in this function is $2.5 billion in BA and
$2.7 billion in outlays in fiscal year 2004; $10.8 billion in BA and
$11.0 billion in outlays over 5 years; $15.62 billion in BA and $16.9
billion in outlays over 10 years.

DEPARTMENT OF HOMELAND SECURITY

Both the Federal Computer Incident Response Center and Fed-
eral Protective Services (Function 800) are being transferred to the
new Department of Homeland Security. Fiscal year 2004 funding
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for both will come from the transfer of $424 million from the Fed-
eral Buildings Fund to the new Department.

OTHER PRIORITIES

Discretionary spending

The resolution accommodates $500 million for the newly created
Election Assistance Commission. The funds would be issued to
states in the form of grants to purchase modern voting equipment.
In October of 2002, Congress enacted and the President signed
Public Law 107-252, the Help America Vote Act of 2002, which
would provide $2.8 billion over fiscal years 2002 through 2006,
mostly for grants to States and localities to improve voting tech-
nology and election administration. The law established the Elec-
tion Assistance Commission to undertake activities to improve the
administration of elections and set minimum standards for na-
tional elections.

Mandatory spending

The budget resolution assumes the President’s mandatory spend-
ing proposal to pay financial institutions for their services in lieu
of providing compensating balances, and provides $394 million in
BA for fiscal year 2004 and $2.1 billion over 5 years in Function
800 for this. (This proposal would reduce the deficit, as the interest
saved on lower borrowing exceeds the outlays to pay for the serv-
ices. The proposal would provide estimated saving of $637 million
for the first 5 years and $1.2 billion over 10 years. The savings are
reflected in Function 900).

The resolution also assumes a proposal that reduces the Postal
Service’s contributions to the Civil Service Retirement and Dis-
ability Trust Fund to prevent the overfunding of accruing pension
benefits for Postal Employees who are part of the old Civil Service
Retirement System [CSRS]. Currently, the postal service makes a
payment annually to the CSRDF to “forward fund” future retiree
annuities. Because of the higher than expected return on the
Treasury securities in which the fund is invested, the Postal Serv-
ice’s contribution is soon to be higher than the actual costs of fu-
ture benefits. The proposal lowers the amount that the Postal Serv-
ice must pay to the CSRDF to prevent this overfunding. Most of
the effect occurs in the off-budget portion of Function 950, but some
effects also occur in Function 800, and in the off-budget portion of
Function 370.

The resolution also assumes a proposal for the continuation of
fiscal assistance provided to the Compact of Free Association be-
tween the United States Government and the government of the
Federated States of Micronesia [FSM] This would cost $19 million
for fiscal year 2004 and $105 million over the next 5 years. This
proposal is part of the ongoing negotiation regarding the Compact
of Free Association between the U.S. Government and the FSM.

These items are recommended for priority consideration in this
function, within the overall framework of the across-the-board per-
centage reduction assumed in the budget resolution. Notwith-
standing the recommended level for this function, the budget reso-
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lution provides a lump sum for discretionary spending to the Ap-
propriations Committee, which makes allocations to its subcommit-
tees based on its priorities. Therefore, the aggregate funding levels
in this function may increase or decrease depending on how com-
mittees determine the savings.
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FUNCTION 900: NET INTEREST

FUNCTION 900: NET INTEREST

[In billions of dollars]

2003 2004 2005 2006 2007 2008 2004-2013

Total Spending:
Budget Authority ........cccooee.... 155.6 166.9 205.9 232.7 244.8 251.7 2,393.3
OULIAYS oo 155.6 166.9 205.9 2327 244.8 251.7 2,393.3
On Budget:
Budget Authority ......... 239.7 256.7 303.8 3416 366.5 387.6 3,874.7
OUtlays ..ooooerrvvverrennnnens 239.7 256.7 303.8 341.6 366.5 387.6 3,874.7
Off Budget:
Budget Authority ......... —84.1 —89.8 -979 —1089 —1218 —1359 —14813
Outlays .oooeeveeeceeeeeens —84.1 —89.8 -979 -—1089 —1218 —1359 —14813

FUNCTION SUMMARY

Net interest is the interest paid for the Federal Government’s
borrowing less the interest received by the Federal Government
from trust fund investments and loans to the public. Function 900
is a mandatory payment, with no discretionary components.

On-budget BA and outlays for net interest has gone from $287.8
billion in fiscal year 1998 to $239.7 billion in fiscal year 2003, a
overall decrease of 3.6 percent per year.

SUMMARY OF COMMITTEE-REPORTED RESOLUTION

On-Budget Interest. The resolution calls for $256.7 billion in BA
and outlays in fiscal year 2004, an increase of 7.1 percent compared
with fiscal year 2003. The function totals are $1,656.2 billion in BA
and outlays over 5 years, and $3,874.7 billion in BA and outlays
over 10 years.

Off-Budget Interest. The resolution calls for —$89.8 billion in BA
and outlays in fiscal year 2004, a decrease of 6.3 percent compared
with fiscal year 2003. The function totals are —$554.2 billion in BA
and outlays over 5 years, and —$1,481.3 billion in BA and outlays
over 10 years.

The resolution assumes a saving in interest payments of $0.3 bil-
lion in BA and outlays in fiscal year 2004 and $5.3 billion in BA
and outlays over 10 years. This saving arises from replacing Treas-
ury’s compensating balances by a permanent indefinite appropria-
tion (see Function 800) that would result in lower borrowing by the
Federal Government. There is a small reduction in the interest re-
ceived from Federal Financing Bank in fiscal years 2004-2013.
This is related to Postal Service pension proposal (see Function
950).



82
FUNCTION 920: ALLOWANCES

FUNCTION 920: Allowances

[In billions of dollars]

2003 2004 2005 2006 2007 2008 2004-2013

Total Spending:

Budget Authority .......ccccoovveees v, —0.2 -0.2

Outlays -0.2 1) 1) [ — -0.2
Discretionary Spending:

Budget Authority .......ccccoovees v, —0.2 -0.2

Outlays -0.2 1) 1) [ — -0.2
Off Budget:

Budget Authority

Outlays

Iless than —$10 million.

FUNCTION SUMMARY

The Allowances function is used for planning purposes to address
the budgetary effects of proposals or assumptions that cross var-
ious other budget functions. Once such changes are enacted, the
budgetary effects are distributed to the appropriate budget func-
tions in past years.

There is no spending history in Function 920 for the reason men-
tioned above.

SUMMARY OF COMMITTEE-REPORTED RESOLUTION

The resolution calls for —$0.2 billion in BA and —$0.2 billion in
outlays in fiscal year 2004. The figure carries through the 10 years
of the budget resolution.

For fiscal year 2004 discretionary spending, the resolution calls
for —$0.2 billion in BA and —$0.2 billion in outlays. There is an
offset in Function 500 for those amounts. This offset carries
through the 10 years of the budget resolution.
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FUNCTION 950: UNDISTRIBUTED OFFSETTING RECEIPTS

FUNCTION 950: UNDISTRIBUTED OFFSETTING RECEIPTS

[In billions of dollars]

2003 2004 2005 2006 2007 2008 2004-2013

Total Spending:

Budget Authority .......ccocoeeeeees —50.5 -529 —63.4 —66.0 —63.7 —66.6 —676.0
OULIAYS oo —50.5 —529 —634 —66.0 —63.7 —66.6 —676.0
On Budget:
Budget Authority ............ —411 —429 —52.6 —545 —515 —535  —5394
OUtIAYS ovooovereeeeiine —411 —-429 —52.6 —545 —515 —535  —5394
Off Budget:
Budget Authority -94 —-10.0 -10.8 —115 —122 —131 —136.5
Outlays -94 —10.0 -10.8 —115 —122 —131 —136.5

FUNCTION SUMMARY

Receipts recorded in this function are either intragovernmental
(a payment from one Federal agency to another, such as agency
payments to the retirement trust funds) or proprietary (a payment
from the public for some kind of business transaction with the Gov-
ernment). The main types of receipts recorded in this function are:
the payments Federal employers make to employee retirement
trust funds; payments made by companies for the right to explore
and produce oil and gas on the Outer Continental Shelf; and pay-
ments by those who bid for the right to buy or use public property
or resources, such as the electromagnetic spectrum. These receipts
are treated as mandatory negative spending.

The average annual increase in on-budget receipts (or decline in
spending) in BA and outlays over the past 5 years [1998-2003] for
Function 950 is —2.1 percent. The average annual increase in off-
budget receipts is —5.9 percent.

SUMMARY OF COMMITTEE-REPORTED RESOLUTION

The resolution calls for —$52.9 billion in BA and outlays for this
function in fiscal year 2004, reflecting a —$2.4 billion, or —4.8 per-
cent, increase in receipts (or decrease in spending) compared to the
fiscal year 2003 budget. This amount is the baseline for offsetting
receipts increased by the reduction ($2.7 billion) in the Postal Serv-
ice’s contribution to the Civil Service Retirement System for prior-
year overpayments. Over the 2004—-2008 period, BA and outlays are
to further decrease by —$16.1 billion due to an average increase
for receipts of —5.7 percent per year. Over 10 years, receipts are
to total §67 6.0 billion in BA and outlays.

On-Budget Receipts. The resolution calls for —$42.9 billion in BA
and outlays in fiscal year 2004, a decrease of —4.4 percent in BA
compared with fiscal year 2003. The function totals are —$255.0
billion in BA and outlays over 5 years, and —$539.4 billion in BA
and outlays over 10 years. Over the 2004-2008 period, on-budget
BA and outlays further decrease an average of —5.4 percent per
year. The on-budget receipts in this function consist of six items at
baseline levels: Outer Continental Shelf receipts; spectrum auction
receipts; agency contributions to the Medicare Hospital Insurance
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trust fund; agency contributions to the military retirement fund,
agency contributions to the DOD Retiree Health Care Fund; and
other agency contributions to the civil and foreign service retire-
ment and disability fund. The resolution does assume a proposal
that reduces the Postal Service’s contributions to the Civil Service
Retirement and Disability Trust Fund to prevent the overfunding
of accruing pension benefits for Postal Employees who are part of
the old Civil Service Retirement System [CSRS]. Currently, the
Postal Service makes a payment annually to the CSRDF to “for-
ward fund” future retiree annuities. Because of the higher than ex-
pected return on the Treasury securities in which the fund is in-
vested, the Postal Service’s contribution is soon to be higher than
the actual costs of future benefits. The proposal lowers the amount
that the Postal Service must pay to the CSRDF to prevent this
overfunding. The effect of this proposal occurs in this function,
Function 800, and in the off-budget portion of Function 370.

Off-Budget Receipts. The resolution assumes —$10.0 billion in
BA and outlays in fiscal year 2004, a decrease of —6.6 percent in
BA compared with fiscal y